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ABSTRACT 



A data processing system for managing a plurality of dis- 
crete accounts. Each account provides a swap between a 
property holder and the plan manager wherein the holder 
dilutes their exposure to the real estate market by exchang- 
ing future appreciation of the property for a current cash 
flow stream. The system thereafter implements the packag- 
ing of plural accounts into baskets of real estate assets and 
sells this real estate exposure to the institutional market. The 
data processor retains a system equilibrium by continuously 
updating the relative positions and the control parameters 
influencing these positions. 

19 Claims, 8 Drawing Sheets 
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SYSTEM FOR MANAGING REAL ESTATE 
SWAP ACCOUNTS 

The present invention generally relates to systems for 
managing a plurality of equity based accounts for reducing 5 
single market exposure and, in particular, a data processing 
system for implementing controlled dilution of select hold- 
ings of a plurality of individual accounts in accordance with 
plan directives. 

BACKGROUND OF THE INVENTION lo 

For as long as investment has been passionately pursued, 
the watchword has-been diversification. Holders of stocks 
are routinely told to expand their bond position so that a turn 
in the market may be better weathered. Likewise, holders of 
fixed income securities are warned of the ravages of 15 
inflation, which may be best warded off through high growth 
but volatile stocks. Indeed, most investors think in terms of 
portfolio management, where their portfolio is carefully 
balanced to consider offsetting positions in various securi- 
ties. Health Care stocks may combined with oil stocks; 20 
cyclicals combined with growth — each combination with 
the intent to dilute the negative impact that may strike one 
sector of the economy. 

Typical in most investor's assets is some form of real 
estate investment. Real estate, as an investment vehicle, has 25 
attributes that are quite distinctive when compared to other 
forms of securities such as stocks and bonds. There are 
several methods of investing in real estate. First, and most 
often recognized, is the direct purchase of land or property — 
to be managed by the investor. Many a real estate empire has 
come and gone based simply on purchasing properties using 
borrowed money, with the expectation that the value and 
income of the property will exceed the interest paid on the 
loan. This is known as leverage, and with its great potential 
for success is the possibility of sizable failure. Other forms 
of real estate investment exist, all of which can be charac- 35 
terized as holding, derivative interest in property. This is 
done either by separate corporations, limited partnerships 
(REITS) or other bifurcated vehicles designed to limit the 
investor from the extremes of good and bad turns in the real 
estate market. 40 

Surprisingly, most investors have sizeable if not domi- 
nating real estate holdings — ^without appreciating the sub- 
stantial position taken. This, of course, comes about through 
the purchase of a home which in many areas of the country 
involves hundreds of thousands of dollars of borrowed 45 
money with the borrowing at significant interest rates. 
Indeed, the average investor with a portfolio of $50,000 may 
have a further position in real estate — due to their house — of 
another $350,000. In this scenario, the investors real estate 
position is 85% of the total portfolio. This is routinely 
referred to as being real estate "heavy" and runs counter to 
the established principles of diversification. 

The repercussions of this are clear; down turns in the real 
estate market will dominate and deplete an otherwise well- 
balanced and successful portfolio of stocks and bonds. This 
has happened in the late 1980s in many areas of this country 
and many other industrialized countries, sizably reducing 
the net worth of many investors; whereas, the equity markets 
in general have performed well, real estate, at best, has been 
a turbulent market. There is, therefore, a great incentive for 
investors to dilute their real estate exposure. On the other 
hand, there are presently no investment vehicles to reduce 
this exposure in a cost effective manner. 

OBJECTS AND SUMMARY OF THE PRESENT 
INVENTION 

It is, therefore, an object of the present invention to 
provide a system to implement an investment vehicle that is 



65 



tied to the real estate market so as to provide investment 
participants the ability lo reduce their exposure lo the real 
estate market. 

It is another object of the present invention to provide a 
data processing system that manages a plurality of separate 
accounts associated with participants to insure compHance 
with the terms of the transaction and to update portfolio 
positions accordingly. 

It is yet another object of the present invention to provide 
a system to aggregate a plurality of diverse positions into a 
unified investment offering to large institutional investors. 

The above and other objects of the present invention are 
realized in a novel data processing system designed to 
manage a plurality of real estate investment accounts. On the 
retail side of the operation, the system manager provides to 
a plurality of individuals with large holdings in real estate, 
such as homeowners, the opportunity to reduce their expo- 
sure to changes in the real estate market. The system 
implements individual contracts with each property holder, 
wherein a cash stream at a fixed rate is exchanged for a 
future stake in the appreciation of the property. In effect, the 
property holder is trading a slake in their real estate holding, 
expressed in percentage terms, for a fixed income return. 
The system parameters are engineered to maintain and 
manage the arrangement to the conclusion and thereby 
monitors and accepts interim modifications based on, e.g., 
home improvements, etc. Upon conclusion of the 
arrangement, the property is sold and the proceeds repre- 
senting incremental appreciation of the property are then 
appUed to the original owner and plan manager in percent- 
ages corresponding to their individual stakes. 

In accordance with the varying aspects of the present 
invention, the plan manager in turn converts the foregoing 
agreements with the property owners into transactable secu- 
rities for resale in the institutional markets. Pension fund 
managers desiring a position in real estate will commit funds 
corresponding to the contract with the agreement permitting 
sharing in the appreciation of the property upon sale thereof. 
The system tracks the transactions and balances the various 
positions to insure compliance with the terms and conditions 
of the arrangement. 

The foregoing features may be more fully appreciated by 
review of a specific illustrative example of the present 
invention taken in conjunction with drawings of which: 

DESCRIPTION OF THE FIGURES 

FIG. 1 is a block diagram of constituent participants in the 
transactions associated with the present invention; 

FIG. 2 is a block diagram of the relationship between the 
plan manager and the various servicers as implemented in 
the context of the present invention; 

FIG. 3 is a block diagram of the operative hardware used 
to implement the present invention; 

FIG. 4 is a chart indicating graphically the division of 
assets accomplished in conjunction with the present inven- 
tion; 

FIG. 5 is a logic flow diagram for the initial operation of 
the present invention; 

FIG. 6 is a logic flow diagram for on-going operations of 
the plan manager; 

FIG. 7 is a block diagram of the institutional side of the 
transactions implemented in the context of the present 
invention; 

FIG. 8 is a logic flow diagram for the implementation of 
system interface with institutional investors in accordance 
with the present invention; and 
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FIG. 9 is a logic flow diagram of the equilibrium function having a central processing unit (CPU) 100 in communica- 

for the present invention, tion with a real time database HO. The database can be 

FIG. 10 is a logic flow chart for termination event maintained in one of many available storage systems, 

processing. including optical or magnetic, with search and access con- 

5 trolled by the CPU in accordance with the governing soft- 

DESCRIPllON OF TOE PRESENT INVENTION ^are. As can be appreciated by the networked nature of the 

First, briefly in overview, the present invention is directed system, both local access 130 and remote access 120 to the 

to a data processing system for managing a plurality of system is important for day-to-day operations, 

accounts and transactions relating to the controlled dilution The nature of the transaction managed by the system is the 

of individuals exposure in the real estate market. Operation swap of the future growth or shrinkage of a real estate asset 

of the system is by the plan manager, who communicates to for a fixed income return. This is presented graphically in 

participating individuals through a network of mortgage FIG. 4, where a $100,000 house is charted at T^. At this 

servicers. These servicers collect the salient data from the initial point, the homeowner elected to swap $50,000 (50%) 

applicants and convey the information to the plan manager, of the house value as an investment, for a fixed return of 5% 
where a qualification check is made. This qualification is ^5 (5% on the $50,000 per year). The homeowner begins 

made based on a set of pre-determined system constraints collecting immediately, while living in the same house. At 

implemented to contour the resulting aggregate position in some future time, T^, the house is placed on the market for 

real estate to a form marketable to institutional investors. $120,000; if sold at this price, the incremental capital gains 

The plan manager (system) operates in real time, updating of $20,000 is divided in half— 50% for homeowner and 50% 

accounts pursuant to events that either change or terminate for the plan manager. 

the relationship with the participating individuals. On the If, on the other hand, the owner dies at T2, the house has 

institutional side, the system manages the investment by a lost value and is sold for $90,000, and the plan manager 

plurality of institutional investors into real estate derivative owes the owner's estate $5,000 (50% of depreciation), 

products tied to the value of the stake taken by the plan Alternatively, a separate arrangement may be offered 

manager. In this context, system parameters are controlled wherein no downside or loss exposure exists for the plan 

through an interface trust linking the investors to the plan manager. 

manager and system operator. System operation is program controlled The program 
With the foregoing discussion in mind, attention is first statements implement the various system functions on a real 
directed to FIG. 1, wherein the plan manager and its opera- time basis or overnight basis, updating the database of 
tive communicative arrangement is presented. In this accounts, approving new participants, and orchestrating the 
context, the individual participant is either a home buyer or institutional side of the transactions. The controlling pro- 
home owner, 10, who operates in conjunction with a mort- grams operate on hardware facilities compatible to the 
gage servicer (typically a bank) 20. The relationship may functions outlined herein, and the use of conventional hard- 
exist due to previous mortgage transactions, or is nascent. ware systems for processing and data storage is acceptable. 

The mortgage servicer offers a specific contract to the The programming language isn't limitative so long as it is 
home buyer that exchanges a fixed income cash flow, based compatible with the selected operating system and hardware 
on a percentage of the property value for the same percent- platform. Acceptable results will be achieved using a net- 
age stake in the future appreciation of that property at sale work of PC workstations tied together and linked to a file 
(termination of the contract). For example, a house has a server or mini-computer. 

purchase price of $100,000; the owner can contract away The governing logic for controlling system operation is 

50% of the appreciation of this house in exchange for a fixed depicted in the flow charts as described hereinbelow. First, 

income on the $50,000 (50% of the purchase price). In a turning to FIG. 5, this flow chart depicts the initial applica- 

sense, the owner is swapping the exposure of $50,000 worth tion process for home buyer/owner as channeled to the 

of real estate for a fixed retum, similar to that of a bond. system through the servicer. Logic starts conceptually at 

In this arrangement, the system operator and plan man- block 200 and continues to block 210 wherein the USER is 

ager are one and the same; all incoming new accounts given an identifying index variable "I". In this context:, the 

collected by mortgage servicers are processed by the plan USER(I) is the applicant for diluting a position in property 

manager 30 and approved or disapproved by the plan presently owned or to be purchased. At test 220, the system 
manager. Although communication is by path "A"; the legal 50 determines whether a new purchase is contemplated, 

relationship, "B" is directly between the plan manager and If "NO", logic proceeds to block 230 and the system 

the home buyer 10. collects a select profile of data, the key of which is an 

Turning now to FIG. 2, the plan manager 30 is the hub of independent appraisal of the property AP(I) so that a proper 

a network of separate mortgage servicers 20, providing a valuation may be entered and used for the requisite calcu- 
plurahty of real estate transactions paralleling the above 55 lations. On the other hand, a positive response to test 220 

example to numerous applicants, each through a discrete will branch logic to block 240 and data is collected on the 

channel. The hubspoke structure permits simplified commu- purchase price of the house PP(I) to be used for base-line 

nications to each servicer. This is important as a single check valuation. 

for, e.g., $1,400,000 is distributed to one servicer, to be Continuing in FIG. 5, processing invariably proceeds to 
redistributed to the individual plan participants by the ser- eo block 250 wherein the percentage and value of the property 

vicer in accordance with the specific allocations dictated by to be swapped by the applicant is entered by the System and 

their contract. It is, therefore, important that each servicer combined with the other data in the USER(1) file. Using this 

has a separate database for all the participants in their data, the system then screens the applicant to confirm 

domain; while the plan manager has one unified database for compliance with the qualification elements of the system, 

all participants. 65 example, the percentage of property to be "swapped" or 

In this context, and now turning attention to FIG, 3, the invested must be between 25% to 65%, the property must be 

plan manager employs a specific data processing system a primary residence of 1 to 4 units; also, the property cannot 



03/11/2003, EAST Version: 1.03.0002 



5,950,175 

5 6 

be a co-op, land or used for investment purposes by the database portfolio. These trades, however, are accomplished 

applicant. The minimum amount to be swapped is 530,000 on the institutional side of the market, with the primary 

or other applicable value. If the applicant fails for any of customers and traders taken from large pension fund man- 

these or other reasons, the system responds negatively to test agers having a desire to invest in real estate, again as a form 

260, and logic proceeds to block 270, where a report on the 5 of diversification. 

failed application and reasons therefor is printed as DQ(I). To effect the institutional side of the system, the plan 

Assuming applicant's data meets the specifications of the manager operates through a trustee wherein a swapping 

system, test 260 is answered in the affirmative and logic arrangement may be accomplished in a manner similar to 

branches to block 280 where the specifics of the CON- that discussed above. More particularly, and referring to 

TRACT are printed and transmitted, via the servicer, back to lo FIG. 7, the plan manager 30 is linked to a trust 60 for holding 

the applicant for execution. System logic then proceeds with transaction supporting assets, like U.S. Treasury bonds. In 

the next applicant in the same fashion (continue block 290), turn, the trust communicates with various large pension 

indexing the applicant counter: funds 70, exchanging economic interest in bonds for eco- 
nomic interest in the real estate market. For example, CUST 

^"^^^ 15 A will exchange the exposure of $100 million of 6.25% 

In accordance with the above process, the system quickly coupon 30 -year treasuries for $100 miUioa of a specified 

develops a substantial database of applicants, which require real estate basket. The basket is defined by properties 

periodic updating pursuant to the terms of the transactions. selected in terms of house size, location and type. The plan 

This process is accomplished as described in FIG. 6. manager receives the coupons on the treasuries and 

Specifically, logic begins at Start block 400 and continues to 20 exchanges them for a lower fund coupon. When a home in 

block 410 for entry of USER(IJ) wherein the J index the basket is sold, the treasuries are returned plus any 

variable tracks the time period of the entries. appreciation in the house price. 

The system first tests whether the USER(y) is an initial As presented in FIG. 8, processing on the investment side 

run, test 420; if so, logic branches to block 430 and the main begins with Start block 600 and continues to block 610 for 

database, DDbase, is updated with the new account infor- 25 the entry of account data on the Kth investor, INV(K). By 

maiion. Otherwise, logic proceeds to test 440 wherein the this method, each individual investor is given the opportu- 

system tests for an EVENT of consequence. Events of nity to take a selective stake in a real estate investment and 

concern are typically a payment cycle, a sale of the house or the system tracks the plural investor accounts maintained 

an improvement of the house. In fact, affirmative response to within the database. Continuing in FIG. 8, test 620 deter- 

test 440 causes system inquiry as to the event, via test 450, 30 mines whether the Kth investor is "new"; if "YES," the 

wherein a home improvement is discerned. A home system enters that investor's unique parameters, PAR(K), at 

improvement is important, as it represents the owner's block 630. Logic proceeds to block 640 where the investor's 

investment into the equity of the previously divided prop- selective criteria for its stake in terms of location, house 

erty. To the extent that the improvement increases the style, price bracket, etc. are entered the system then develops 

ultimate purchase price of the house, the owner and not the 35 a aggregate basket of houses complying with this criteria, 

system manager, should reap the reward. designated B(K), at block 650. 

To insure this outcome, block 460 rewrites the original The system then determines at test 660 whether this 

Contract, DCON(I), to reflect the enhancements associated aggregate basket conforms to previously established guide- 

with the home improvement event submission. In either lines; if not, logic is returned to reset the criteria parameters, 

path, logic continues to test 470 which checks for a Termi- 40 Approval of the aggregate directs system logic to block 670 

nation event, i.e., the termination of the contract and the sale wherein the basket parameters are saved. Importantly, the 

of the house at market price. If a termination event has system then updates a separately tracked USER(I) counter(I) 

occurred (and these include foreclosure, death, etc.), the indicating the net sales of a stake for each property in that 

system accesses the relevant file DCON(I) and processes the basket. For example, a stake in one house may be sold five 

records accordingly, block 480. 45 times and bought three times — M would thus; equal Z, 

The foregoing processing is repeated for this cycle for Thereafter, at block 700, the system establishes the associ- 

each participant, I, by loop processor Next command of ated rate of return, RR(K) for that particular basket, 
block 490. At the end of the period, a payment run is made. As can be recognized from the above, the plan manager 

block 500, wherein aggregate payment to the servicer(s) is must rationalize in real time, continually changing invest- 

calculated, the database updated, block 510, and the funds 50 ment positions on both the retail and institutional side with 

transferred, block 520. Processing is then repeated for the the objective to maintain a balance between each side, i.e., 

next period by index variable J, via loop processor Next to assure that the exposure to the real estate market taken on 

command of block 530. the retail side is for the most part taken up by institutional 

The above discussion has focused on the retail side of the investors, thereby retaining a relatively risk free position, 

processing, wherein the plan manager assumes the contrac- 55 This can only be accomplished by unified processing of the 

tual obligations associated with swapping fixed income for various incoming investment positions and adjusting the 

a percentage of market appreciation of the participants* qualifying constraints in the system so that balance is 

houses. By doing this, the plan manager develops an invest- re-established. For example, to the extent that four bedroom 

ment position highly exposed to changes in the real estate houses are in demand on the institutional side, the system 

marketand, in essence, is holding a portfolio of concentrated 60 must reconfigure its retail qualifying terms to insure suflB- 

real estate investments in the form of contract rights. These cient supply of four bedroom exposure, 
contract rights are, however, readily assignable and. The inventive system continually updates the relative 

therefore, easily transferred, traded and exchanged. position of each side of the transaction in accordance with 

Therefore, consistent with the desire to diversify and oth- the commands delineated in FIG. 9. Logic conceptual starts 

erwise exchange its position in real estate for other assets, 65 at Start block 800, and continues to block 810 wherein the 

the plan manager is ideally positioned to separately trade the current convergence criteria, PON(L) is accessed and 

obligations corresponding to the various contracts within the entered. The system then calculates (block 820) the current 
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aggregate position, A_RV. Specifically, A_RV represents 
the net aggregate position taken for each house for a given 
territory (state, county or even country). Please note that the 
A_RV position will include both positive and negative 
positions, as the systeni permits investors to take an inverse 5 
real estate investment position. This position is explicitly 
verified on a per house basis (block 830). 

At test 840, the absolute value (in dollar terms) of the net 
position by the system is compared to the convergence 
criteria PON(L). If within the criteria ("NO" to test 840), lO 
logic proceeds to block 870. If "YES", then the direction of 
imbalance is discerned, and the appropriate qualification 
parameters adjusted to rebalance the system at blocks 850 
and 860, respectively. This is then incremented for the next 
time frame basket L. 15 

Turning now to FIG. 10, the system rationalizes a termi- 
nation event for investors that have a basket of houses which 
include the corresponding property. More particularly, logic 
begins at Start block 900, followed by block 910 wherein the 
USER(I) file is accessed at test 920, checking for the 20 
existence of a termination event. A negative response drives 
logic to the end of this logic sequence and the (I+l) USER. 
A positive response to test 920 directs logic to block 930 
wherein the terminal payment, TP(I), is calculated based on 
the incremental time period between payment intervals 25 
pursuant to the contract. Thereafter, the sales price SP(I) for 
the property is entered at block 940. The system then 
computes the net value of the contract to the system pro- 
prietor at block 950; to the extent any amount is due to the 
USER(I), this amount is authorized for payment at block 30 
960. 

At test 970, the system determines, based on the USER 
counter, how many times the property undergoing a deter- 
mination event has been bought or sold. For each instance of 
a purchase by an investor, logic branches to 980 and the 35 
system authorizes payment TP+INT(I). For each instance of 
a sale by an investor, logic proceeds to branch 990 wherein 
the system is authorized to receive payment TP+INT(I). 
Logic culminates at block 1000 wherein the DDbase is 
updated and block 1010 wherein the system is purged of the 40 
USER(I) file. 

The above-described arrangement is merely illustrative of 
the principles of the present invention. Numerous modifi- 
cations and adaptations thereof will be readily apparent to 
those skilled in this art without departing from the spirit and 45 
scope of the present invention. 

What is claimed is: 

1. A system for managing a plurality of accounts that 
correspond to a selected position in a future appreciation of 
a select real estate asset comprising; 50 
data entry means for receiving and processing a select set 

of parameters corresponding to an applicant for 

exchanging a position in real estate for a return tied to 

a non-real estate asset; 
database development means for receiving plural account 

participants and attendant data thereon and storing said 

data in an addressable database; 
participant qualification means for selectively qualifying 

real estate properties as suitable participants in said 

system; 

system management means for processing incoming par- 
ticipant event data and updating said database in accor- 
dance therewith; and 

investment pool processing means for collecting data on 65 
said real estate assets and processing said data to form 
one or more investment pools, wherein said pools 
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include plural real assets each having at least one 
common property characteristic. 

2. The system of claim 1 wherein said parameters includes 
a description of a residential building, and a select percent- 
age of ownership interest in the change of value of said 
building at a future point in time, 

3. The system of claim 2 wherein said return on a non-real 
estate asset is a fixed income to accrue until sale of said 
building. 

4. The system of claim 3 wherein said database includes 
updated files on each account in terms of percentage own- 
ership in said building. 

5. The system of claim 4 further comprising real processor 
means for selective entry of events for modulating or 
terminating said percentage of ownership interest. 

6. A system for processing data corresponding to a plu- 
rality of individual investor accounts: 

account processor swap means for converting account 
parameters into a current income steam and a future 
correspondence to a valuation change of a select real 
estate asset, 

account processor database means for storing and tracking 
a plurality of separate accounts to effect a net aggregate 
position and to update said future correspondence to a 
valuation change due to intervening events, 

account processor distribution means for distributing a 
stake in said future correspondence to a valuation 
change to real estate investors, wherein said distribu- 
tion means balances a portfolio of investments to insure 
limited investment exposure by a system manager; and 

investment pool processing means for collecting data on 
said real estate assests and processing said data to form 
one or more investment pools, wherein said pools 
include plural real estate assets each having at least one 
common property characteristic. 

7. The system of claim 6 wherein said swap means 
included qualification means to regulate system manager 
exposure. 

8. The system of claim 7 wherein said distribution means 
includes exposure limit to discern requisite change in 
account qualification terms. 

9. The system of claim 8 wherein said future correspon- 
dence is estabhshed by a system characterized termination 
event. 

10. The system of claim 6 wherein said intervening events 
include home improvements. 

11. A data processing method for managing a plurality of 
individual accounts wherein each account corresponds to a 
participant, wherein said participant owns a real estate asset, 
said method comprising the steps of: 

a) creating an account database of separate participant 
accounts wherein said database comprises a plurality of 
account entries and each account entry includes par- 
ticipant information stored in physical memory loca- 
tions in an addressable memory means, said participa- 
tion information comprises data on said participant and 
said real estate asset owned by said participant; 

b) inputting data on a periodic and/or event driven basis 
wherein said inputted data is stored in system memory 
and includes transactional information relating to one 
or more of said participant accounts; 

c) processing said inputted data in accordance with pro- 
gram controlled logic defining an investment equity 
contract relationship, exchanging a first exposure in 
said real estate asset corresponding to a change in value 
thereof, for a defined return, wherein said processing of 
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said inputted data provides a change in one or more 
parameters associated to said participant account; 

d) creating an aggregate investment pool of real estate 
assets each having at least one common property char- 
acteristic; and 5 

e) updating said account database with said changed 
parameters to support interim report generation and 
select output of one or more asset activities wherein 
asset activities include payment of funds to an account 
participant, and collection of funds pursuant to a real 
estate asset sale. 

12. The method of claim 11 wherein said data processing 
step includes use of a program controlled digital computer to 
update account parameters in accordance with periodic 
events. 

13. The method of claim 11 wherein said periodic events 
includes the transfer of cash or cash equivalent stream to a 
participant in accordance with stored parameters delineating 
a fixed return for an exposure to a portion of a defined real 
estate asset. 

14. The method of claim 11 wherein said database entries 
include descriptive data entries on said underlying real estate 
assets, 

15. The method of claim 11 further comprising the step of 
inputting investor data comprising data on an investor 
position in one or more pools of real estate exposures. 

16. A system for managing a plurality of real estate equity 
accounts and a plurality of real estate investor accounts 
comprising: 



25 



a) a first database means for storing in electronic form a 
series of data entries corresponding to one or more real 
estate assets; 

b) a second database means for storing in electronic form 
a series of data entries corresponding to one or more 
investors participating in defined investment relation- 
ships in said real estate asset exposures; 

c) data processing means for periodic manipulation of 
said data entries in said first and second database to 
track and update said databases in accordance with 
controlling logic, wherein said controlling logic defines 
a return of income to a group of real estate asset owners 
and a participation by said investors corresponding to a 
change in asset value over time, wherein said second 
database means includes record storage means for 
aggregated pools of said real estate assets grouped 
based on at least one common property characteristic. 

17. The system of claim 16 wherein said data processing 
means tracks and updates said plural accounts in accordance 
with event driven input to said system, 

18. The system of claim 16 further comprising output 
corresponding a periodic payment of a fixed amount to each 
real estate owner. 

19. The system of claim 18 wherein said output includes 
a periodic statement referencing said payment. 
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ABSTRACT 



Methods and investment instruments for investing in real 
estate are described wherein a portfofio of investment real 
estate is divided into a pluraUty of tenant-in-common deeds 
of predetermined denominations, and which are subject to a 
master agreement and master lease to form "deedshares." 
Holders of the deedshares receive a guaranteed income 
stream from the master lease and yearly depreciation, with- 
out having to maintain or manage the real estate. The holders 
of deedshares are subject, under the master agreement, to a 
mechanism that enables the master tenant to purchase, or 
arrange for the purchase of the deedshares at fair market 
value (or some other calculable value) at the end of a 
specified term. Because the deedshares qualify as interests in 
investment real estate, they are ehgible for tax-deferred 
treatment under §1031 of the Internal Revenue Code. 

41 Claims, 5 Drawing Sheets 
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METHODS AND INVESTMENT 
INSTRUMENTS FOR PERFORMING TAX- 
DEFERRED REAL ESTATE EXCHANGES 

FIELD OF THE INVENTION 

The present invention relates generally to methods and 
investment instruments for performing tax-deferred real 
estate transactions, and more particularly to methods and 
instruments for performing tax-deferred exchanges of 
investment real estate under 26 U.S.C. §1031. 

BACKGROUND OF THE INVENTION 

As the population of America ages, the investment con- 
cerns of Americans are changing. Mature investors desire 
investments that provide a safe, steady income stream. Such 
investors also generally desire liquidity, so that their invest- 
ment interests can easily be sold or rearranged. AdditionaUy, 
investors generally do not want to actively manage their 
investments. 

Mature investors also may have numerous concerns 
related to inheritance. For example, most mature investors 
would like their investments to be divisible, so that they may 
be easily divided among heirs. Additionally, these investors 
may want their estates to be able to sell part of their 
investment holdings to pay estate taxes. 

Investment real estate has diflSculties meeting many of 
these desires. Generally, small tn mid-sized real estat e 
hn]f)ingc T^p^qi^iVp gntjvR ma nagement to return a steady; 
income . Furthermore, if an investor divides the title to a 
small real estate holding, such as a store, or a single building, 
the pieces generally have less value than the whole and are 
difficult, expensive and time-consuming to sell. Many of the 
foregoing concerns affect investors of all age groups, par- 
ticularly in view of the challenging lifestyles of most mod- 
ern American workers and professionals. 

Despite the foregoing difficulties, however, a large 
amount of money is currently invested in real estate that is 
either income -producing or held for investment. In 1996, for 
example, the total value of commercial real estate in the 
United States was estimated at approximately four trillion 
dollars. Much of this real estate (approximately $2.75 tril- 
lion in 1996) was privately owned and held by individuals 
and corporations. A sizable fraction of these holdings are 
owned by small to mid-sized real estate investors (i.e., those 
having holdings between $500,000 and $10 million). 

Such small to mid-sized real estate owners can sell their 
real estate and put their earnings into investments such as 
high grade bonds or bond funds, which provide the kind of 
liquidity, and relatively safe and steady income that many 
investors desire. Unfnrtiiq arely, selling invest ment real 
estate or com mercial real estate ttiat has appreciated in value 
.-may result m severe tax consequence !^. Fur example, a 
property that was originally purchased many years ago for 
$50,000, and sold for $450,000, has a taxable gain of 
$400,000. Under the current tax code, as much as 28% of 
this gain (or $112,000), is payable as federal tax. 

Title 26, Section 1031 of the Internal Revenue Code 
(hereinafter "IRC § 1031") permits deferral of the taxes on 
investment real estate by reinvesting in other investment real 
estate, subject to several cnnditinns . Thus^ fpr pvamplfi^jh^ 
o wnej of a small store could use a " 1031, fYrhan f e" to defer 
ta xes when he or she sel l s the store and reinve sts the 
pm c eejs inan^'a ^^ bii ilding. To receive allot ttie 

benefits"from~an IRC 'jT05]r exchange, the new property 
(the "replacement property") must have both value and debt 
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that are equal to or greater than the value and debt of 
property being sold (the "relinquished property"). 

Thus, if the relinquished property was sold for 5450,000, 
and was subject to a $100,000 mortgage, the replacement 
5 property must be purchased for at least $450,000, and must 
be subject to at least $100,000 in debt. If the value or debt 
of the replacement property is less than that of the relin- 
quished property, taxes are payable on the difference, known 
as "boot". 

IRC § 1031 also imposes certain time limits for comple- 
tion of the transaction. Once the relinquished property has 
changed ownership, the owner of the exchanged property 
(the "exchanger") has 45 days to identify replacement 
property choosing either the three-property or the 200% rule, 
and a total of 180 days to close on the replacement proper- 
ties. If these time limits are not met, the transaction is not 
deemed to be an "exchange," and gains from the sale are 
subject to taxation. Additionally, the exchanger cannot exer- 
cise control, either direct or indirect, over the proceeds of the 
sale of the first property. For this reason, IRC §103 1 
exchanges generally are handled by a third party, a so-call ed 
"qualified intermediary/' wh o sells the relinquished propert y 
/\n_hp.half pf |h e exchanger, holds the proceeds of the s ale, 
a cquires the replacement property that has been desij^ nated 
Jjy the exchanger, and transfers title to the replaceme nt 
p roperty to the exchange r. 

IRC §1031 exchanges help in meeting the concerns of 
many investors by permitting a tax-deferred exchange. For 
most owners of high-maintenance investment or commercial 

30 real estate, or investment real estate without a safe, steady 
income stream, however, it is difficult to locate an acceptable 
replacement property requiring less active management and 
that produces a more steady income stream. Ako, because 
the investment is still in real estate, other concerns of 

35 investors, such as liquidity and divisibility are not addressed 
by the availability of IRC §1031 exchanges. Furthermore, 
many attempted IRC §1031 exchanges fail, with devastating 
tax consequences, due to difficulties in identifying and 
closing on suitable replacement properties within the time 

4Q limits imposed by the statute. 

Numerous attempts have been made to provide real estate 
iiwe ^montj - i tha t n v c tra wtteiaiale ^ hay^ a steady Incom e 
st ream, require low management effort, and are divisible . 
One way of gaining these benefits is by investing in a real 

45 estate investment trust (a "REIT"). A REIT is a company th^ t 
buys, sells, ma n a g e s , and de velops real estate or real estat e 
mortpges on behalf of its investors^ jikares in a KE lTmay 
be_ purchased, or ^lor som^ acQuired^juaa irectiyTD 
e xcha nge for property, as tlesc ri^ These shares are 

50 ott'en pub/iciy trailed on major exctianges, and have char- 
acteristics similar to the characteristics of shares in any other 
company. For example, the shares are easy to liquidate, and 
often provide a reasonably steady stream of income through 
dividends. 

55 A real estate investor goes through a two-step process if 
he or she seeks to use a REIT to take advantage of a 
tax-exempt transaction. First, the investor co ntributes Jh e 
rpft4-e&t atp. pr^perr y to 3^W^^li>hip uwucd by tne'RElT . 
Next, at such tinge as the investor elects to hqui oale his or 

fin hpr iqterestJie or she exchanges"lErpa'rtp^rsfa^^jBaiei:gstja r 
REIT sha res. The second exchange is a taxatjie excnaiige 
and the investor may not utilize IRC §1031 to acquire other 
real estate in a tax exempt transaction. Once the investor 
completes the first step the only option the investor has is to 

65 acquire REIT shares in a taxable transaction. 

Basically, shares in a REIT are simply shares in a 
company — not a deeded ownership interest in specific com- 
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mercial or investment real estate. Thus, individual share- 
holders in a REIT may not be able to exert much control over 
the size or investment quality of the holdings of the REIT 
over a long term. Also, the market value of the REIT shares 
may fluctuate differently than the market value of the assets 
owned by the REIT. In addition, an IRC §1031 exchange 
cannot be used to defer the taxes on an exchange of 
investment property for shares in a REIT. REITs therefore 
do not provide a way to convert an interest in real estate into 
an investment with more desirable characteristics without 
incurring significant market risk and tax consequences. 

Another way of spreading the risk and management 
burden of a real estate investment is to join a group of 
investors to purchase real estate as tenants-in-common. In 
arrangements of this sort, each of the tenants- in -common 
typically receives an undivided part interest in the real estate 
that is the subject of the transaction, in proportion to the 
amount of his or her investment. The tenants-in-common 
also enter into an agreement providing for exercise of joint 
control over the property, and for sharing the maintenance 
and management costs. 

While the foregoing approach may provide a steady 
income stream from a real estate investment with certain 
favorable attributes, such arrangements have several disad- 
vantages. First, it may not be easy to liquidate an undivided 
part interest in real estate due to the specific nature of the 
underlying assets. Additionally, depending on the number of 
investors involved and the nature of the agreement under 
which control is exercised over the property, such an 
arrangement may be deemed by the Internal Revenue Ser- 
vice to constitute a partnership. Since IRC §1031 specifi- 
cally excludes exchanges of interests in partnerships, it is not 
possible to do a tax deferred exchange into this type of 
arrangement. 

In vicw ^oLthe.foregoing..it>would desirable to^provide 
methods^oLiny. esting in r eal estate that provide safet v. a 
steady incom e stream, divisib ility, ready Liquidity, ancTnb 
invmvemen L-LD-maBapem&nt fh e proper ty; ' 

It would further be desirable to provide an investment 
instrument and methods for exchanging investment or com- 
mercial real estate that provide safety, a steady income 
stream, divisibility, ready liquidity, and no involvement in 
management of the property, and that meet the requirements 
of IRC §1031, thereby enabling a tax-deferred exchange. 

It still further would be desirable to provide an investment 
that permits substantial tax-deferral benefits, that may be 
readily aUenated, and that provides a steady and relatively 
low risk return. 

It even further would be desirable to provide a system for 
implementing methods that enable investors to realize sub- 
stantial tax-deferred benefits in accordance with IRC §1031. 

SUMMARY OF THE INVENTION 

It is an object of the present invention to provide methods 
and an investment instrument for investing in real estate that 
provide safety, a steady income stream, divisibility, ready 
liquidity, and no involvement in management of the prop- 
erty. 

It is another object of this invention to provide investment 
instruments and methods for exchanging investment or 
commercial real estate for an interest in investment in 
specific real estate that provide safety, a steady income 
stream, divisibility, ready liquidity, and no involvement in 
management of the property, and that meet the requirements 
of IRC §1031. 

It is a f urther object of the present invention to provide a n 
investment that permits substantial tax-deferral benefits, that 
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may be readily alienated, and that provides a steady and 
relatively low risk return. 

It is a still further object of the present invention to 
provide a system for implementing methods that enable 

s ^investnrs tn realiTc substantial tax-deferred benefits in acco r- 
dance with IRC §1031 . 

These and other objects of the present invention are 
achieved by creating a new type of investment instrument, 
a "deedshare," that represents both a tenant-in-common 
interest in real estate, and provides the divisibility and 
liquidity of a traditional security, such as a bond, Deedshares 
created in accordance with the principles of the present 
invention preferably are available in predetermined 
denominations, provide a guaranteed steady income stream, 
arc readily transferable, readily alienated, and are suitable 
for identification as replacement property under IRC §1031. 
The deedshares may be encumbered by a mortgage, as 
required by the particular needs of an individual investor, so 
as to comply with the debt provisions of IRC §1031. 
Because deedshares. are a direct interest in investment real 
estate, and the tenant-in-common owners of the real estate 
do riot exercise significant control, and thus are not deemed 
partners, investors may use IRC §1031 to perform tax- 
deferred exchanges. 

In accordance with the methods of the present invention, 
a series of steps are involved in creating and managing this 
new type of real estate investment. First, real property 
ha ving a preselected total value is pttfchased and aggregate d, 
^nd may c onsist of a number of commercial real est ate 
parcels. The aggregated p roperties are then made subject to 
a t least one tBaatt^r* agreement . Title to the property is then 
divided into tenant- in -common deeds of at least one pre- 
determined denomination. The master agreements include a 

2j provision by which the tenant-in-common deeds may be 
"re aggregated" after a specified interval, so that the property 
may be disposed of. The tenant-in-common deeds, subject to 
master agreements configured in accordance with the meth- 
ods of the present invention, are referred to herein as 

^„ "deedshares," 

40 

In a preferred embodiment, the master agreements include 
a master lease, under which the property is leased to a master 
tenant, who manages the property. During the term of the 
ma,ster lease, the deedshare holders receive a steady, guar- 

45 anteed income stream from the master tenant, similar to the 
income one might expect from a high grade bond, e.g., a 
bond having an AA rating or bette r. This guaranteed steady 
in come stream also provides a high decree of liquidity . The 
deedshare holders also obtain favorable tax treatment by 

5Q being allocated their proportionate share of depreciation so 
long as they own a deedshare. 

At the end of the interval specified in the master lease, the 
deedshares are subject to a put/call arrangement, whereby 
the individual owners of deedshares have a right and an 

55 obligation to sell their deedshares to the master tenant or 
some third -party, receiving fair market value for their deed- 
shares. This serves to reaggregate title to the property under 
the master tenant. The former deedshare holders may, sub- 
ject to IRC §1031 guidelines and prior to the reaggregation 

60 of the property, exchange the deedshares for deedshares 
having a later maturity date, or for other investment real 
estate, through another tax-deferred IRC §1031 exchange. 

A system of implementing the deedshares and methods of 
the present invention is also provided for use with a com- 

65 puter system, which enable automated tracking of various 
items of information relating to the real estate portfolio, 
master agreement, and investors. 
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BRIEF DESCRIPTION OF THE DRAWINGS 

llie above and other objects and advantages of the present 
invention will be apparent upon consideration of the fol- 
lowing detailed description, taken in conjunction with the 
accompanying drawings, in which: 

FIG. 1 illustrates a prior art IRC §1031 exchange con- 
ducted through a qualified intermediary; 

FIG. 2 shows the structure of the new real estate invest- 
ment methods and investment instrument of the present 
invention; 

FIG. 3 depicts an illustrative embodiment of an invest- 
ment instrument of the present invention; 

FIGS. 4A-C illustrate steps taken by each party to an IRC 
§1031 exchange performed in accordance with a preferred 
embodiment of the present invention; 

FIG. 5 shows an IRC §1031 exchange used for tax- 
deferred exchange of investment property for "deedshare," 
in accordance with the principles of the present invention; 

FIG. 6 is a flowchart of an IRC §1031 exchange in which 
investment property is exchanged for deedshares; 

FIG. 7 depicts an illustrative computer database structure 
for implementing the methods and investment instrument of 
the present invention; and 

FIG. 8 shows an illustrative computer system and network 
for executing a database application implementing the meth- 
ods and investment instrument of the present invention. 

DETAILED DESCRIPTION OF THE 
INVENTION 

Referring to FIG. 1, a previously known tax-deferred 
exchange according to IRC §1031 (Title 26, United States 
Code Section 1031) is described. Exchanger 10, who wishes 
to exchange investment real property A, provides a third 
party, typically qualified intermediary 12, with the deed to 
property A. Qualified intermediary 12 then transfers the 
property to buyer 14 in exchange for money. Once the 
property is transferred to buyer 14, IRC §1031 specifies that 
exchanger 10 has 45 days to designate replacement 
properties, and 180 days to close on any replacement prop- 
erties for the transaction to be considered an "exchange." 
Exchanger 10 designates replacement investment real prop- 
erty B, owned by owner 16. Qualified intermediary 12 then 
acquires replacement property B from owner 16 and trans- 
fers replacement property B to exchanger 10 and money to 
owner 16. Exchanger 10 must obtain a mortgage replace- 
ment on property B in an amount at least equal to the amount 
of any mortgages on relinquished property A. 

In designating replacement properties under IRC §1031, 
exchanger 10 may identify up to 3 potential properties to 
serve as replacements. More than three replacement prop- 
erties may be identified, as long as the aggregate value of all 
of the designated properties adds up to no more than twice 
the value of the relinquished properly. 

IRC §1031 also requires that when the exchange is 
complete, the value and debt of the replacement property 
must both be greater than or equal to the value and debt of 
the relinquished property. If the replacement property has a 
lower value, or is subject to a smaller mortgage than the 
relinquished property, the boot is taxable. This rule ensures 
that taxes are paid on any money that is taken out of the 
investment real estate during the exchange. 

Qualified intermediary 12 is used to perform the 
exchange, because if exchanger 10 exercises control over the 
money acquired from buyer 14, the entire transaction may 



2,788 Bl 

6 

not be viewed as an exchange of property, and the proceeds 
of the sale of the relinquished property may be taxable. It 
should also be noted that tax-deferred exchanges under IRC 
§1031 also require that the exchanger intend to hold the 

5 replacement property for productive use in a trade or busi- 
ness or for investment. 

IRC §1031 also sets out certain exceptions. One important 
exception is that interests in a partnership are not subject to 
tax-deferred exchanges. Other exceptions include beneficial 
interests, and property held primarily for sale. 

Problems with identifying and closing on replacement 
properties within the required time limits cause many 
attempted §1031 exchanges to fail, with substantial negative 
tax consequences to the property owner who was attempting 
the exchange. In addition, because §1031 exchanges simply 
trade the relinquished property for the replacement property, 
it is difGcult to use a §1031 exchange to acquire an invest- 
ment interest with diversity, divisibility, high liquidity, or 
guaranteed returns. 

To address these difSculties with IRC §1031 exchanges, 
the applicants have developed new methods, and investment 
instruments especially suited for performing real estate 
exchanges. In accordance with the principles of the present 
invention, this new investment instrument provides an 
exchanger with a direct interest (i.e. not a beneficial interest 
or partnership interest) in real estate, so that a tax-deferred 
exchange under IRC §1031 may be used to trade into the 
new investment. The new investment also is easy to identify 
as a replacement property and to close on, so that there are 
no difficulties in completing the transaction within the time 
limits specified in IRC §1031. Additionally, the investment 
created in accordance with the present invention preferably 
provides guaranteed returns, a steady income stream, 
diversity, divisibility, and liquidity. 

35 Referring now to FIG. 2, the structure and operation of a 
preferred embodiment of the investment methods and 
investment instrument of the present invention are 
described. First, a number of commercial properties are 
identified and acquired to form a real estate portfolio 20, a 

4Q process referred to herein as "aggregation." Because a large 
number of quality properties are selected for the portfolio, 
the aggregate value of the portfolio may be quite high, e.g., 
several tens of millions of dollars. This in turn makes the 
portfolio an attractive investment opportunity, and enables a 

45 resale market to be readily established. 

Real estate portfolio 20, illustratively comprising real 
estate having a total value of $100 million, then is subjected 
to a master agreement, described hereinbelow, and divided 
into deedshares 22 having of a single or multiple specified 

50 denominations. In FIG. 2, each of deedshares 22 illustra- 
tively has a specified denomination of $100,000 per deed 
share, so thai the $100 million value of real estate portfolio 
20 is divided into one thousand $100,000 deedshares 22. 
Each of deedshares 22 is a tenant-in -common deed to a 

55 proportional (0.1%) undivided part interest in real estate 
portfolio 20. As an interest in real property, each deedshare 
22 may be subjected to a separate mortgage in whatever 
amount is required to meet the needs of a particular investor, 
thus enabling the transaction to comply with the debt 

60 provisions of IRC §1031. In accordance with the principles 
of the present invention, and to provide desirable character- 
istics such as liquidity and guaranteed income, each of 
deedshares 22 is created subject to master agreement 24, 
which preferably includes a master lease, as described 

65 hereinafter. 

Master agreement 24 comprises an agreement that ensures 
that all of deedshares 22 can be reaggregated after a speci- 
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fied interval, e.g., 10 years, so that real estate portfolio 10 making deedshares 22 easy to liquidate. It is expected, for 

may be disposed of, and the proceeds distributed to the example, that it should be possible to buy or sell deedshares 

holders of deedshares 22. This mechanism provides a way to 22 in the same manner that bonds or shares of mutual funds 

get invested money back out of real estate portfolio 20 currently are traded. 

without requiring that the holders of deedshares 22 exercise 5 Master agreement 24 also may contain other provisions 

control over their individual ownership interests, thereby relating to the master tenant. For example, the put/call 

avoiding the attributes of a partnership. provisions preferably specify the master tenant as the entity 

In a preferred embodiment, the agreement to reaggregate to which deedshares 22 are sold at the end of the specified 

the property interests of deedshares 22 may be achieved by time. Additionally, it is possible to adjust the profit made by 

building a put/call mechanism in the deedshare, whereby the master tenant on this sale by adjusting the term of the 

each of the individual owners of deedshares 22 has a right master lease and the specified time during which deedshares 

and an obhgation to sell deedshares 22 to a specified buyer 22 are held to maturity. 

(e.g., the entity holding the master lease) at fair market Yot example, if the master lease is for a term of 15 years, 

value. Other types of agreements also may be used for this but deedshares 22 call for title to the real estate portfolio to 
purpose. For example, master agreement 24 may include an 15 ^aggregated after 10 years, then the fair market value of 

exclusive sales provision, giving a specified real estate real estate portfolio 20 will be influenced by the encum- 

broker the exclusive right to sell real estate portfolio 20 after brance of the additional five year term of the lease, 

the specified time. Generally, any agreement whereby own- Accordingly, the master tenant will be able to purchase real 

ership of deedshares 22 is conditioned upon an agreement to estate portfolio 20 back from the holders of deedshares 22 at 
sell the deedshares, at a specified time (or maturity date), or ^0 ^ favorable price, thus encouraging the funding of such 

under specified conditions, is expected to accomplish the arrangements. 

goal of reaggregating the tenant-in-common interests repre- ^ understood by one skilled in the banking and 

sented by deedshares 22 into a unified title in real estate investment arts, the size of real estate portfolio 20 may be 

portfolio 20. selected to suit the needs of the prospective pools of inves- 

Master agreement 24 preferably comprises provisions that tors. Additionally, the denominations of deedshares 22 may 

prevent holders of deedshares 22 from providing common be selected at any suitable value, and real estate portfoHo 

services with respect to real estate portfolio 20, from enter- may include several classes of deedshares, each class having 

ing into joint venture activities with respect to real estate a different predetermined denomination. The terms of master 

portfolio 20 with fellow owners of deedshares 22, from agreement 24 also may be varied, depending on the nature 

establishing a common trade name in relation to their and growth objectives of real estate portfolio 20 and the 

holdings of deedshares 22, and from commingling or estab- needs of prospective investors. 

fishing joint financial arrangements with respect to real Referring to FIG. 3, an example deedshare is shown. As 

estate portfolio 20 with other owners of deedshares 22. discussed above, deedshare 25 comprises a tenant-in- 

These provisions are intended to prevent owners of deed- common part interest in the property. Deedshare 25 has 

shares 22 from acquiring the attributes of a partnership, predetermined denomination 26 ($100,000 in this case), that 

which might otherwise make deedshares 22 inefigible for determines the share of an overaU real estate portfolio that 

tax-deferred treatment under IRC §1031. ^ represented by deedshare 25. Deedshare 25 also includes 

For the foregoing reason, master agreement 24 preferably master agreement 27, that includes provision 27a for 

also includes no provisions that require joint management reaggregating title to the property in the real estate portfolio 

activity on the part of owners of deedshares 22. For example, after a specified interval. In a preferred embodiment, this is 

the owners of deedshares 22 should not be required (or accomplished through use of a put/call provision, as 

permitted) to vote on the sale of real estate portfolio 20. explained above. 

In a preferred embodiment, master agreement 24 com- In a preferred embodiment of deedshare 25, master agree- 
prises a master lease, whereby a master tenant is placed over 45 ment 27 also comprises provision 27b, which prevents 

the properties in real estate portfolio 20. The master tenant holders of the deedshares from exercising control over the 

agrees to pay rent to the owner of portfolio 20, including the property interest represented by deedshare 25, so that the 

individual holders of deedshares 22, over a specified term. deedshare holders may not be deemed to be a partnership, as 

The master tenant also is given the right to sublease the real explained above. Apreferred embodiment of deedshare 25 is 
estate, and is responsible for paying the taxes, upkeep, 53 also encumbered by master lease 28, whereby the real estate 

maintenance, and insurance on the leased property. interest represented by deedshare 25 is leased for a specified 

The credit rating of the master tenant plays a role in term to a master tenant in exchange for rent paid to the 

ensuring that the holders of deedshares 22 receive a guar- owners of the real estate, including the holder of deedshare 

anteed income stream from the rent paid by the master 25. 

tenant. Preferably, the master tenant is a commercial entity 55 Master lease 28 preferably includes sublease provision 

having at least an AA credit rating or better. Alternatively, a 28^, permitting the master tenant to sublease the real estate, 

master tenant having a credit rating less than AA may be maintenance provision 28A i^ requiring the master tenant t n 

employed, in which case the master tenant may be "credit maintain the real estate, insu rance provision 2Hr. requiri ng 

enhanced" by making a payment to a third party to guarantee the master tenant 16 irtfeure the real estate, and tax provision 
any shortfall between the rate of renim guaranteed in the go 28^. requiring the roaster tenant to pav taxes on th ej;cal 

deedshare and the actual income from the property. estate. The master lease also may include guaranteed rent 

Appficants believe that by providing a guaranteed income provision 28^, designating that the master tenant pay a 

stream over a specified term, the investment instrument and predetermined guaranteed income to the holder of deedshare 

methods of the present invention will make the investment 25, and credit rating provision 28_^ requiring that the master 
value of deedshares 22 comparable to that of high quality 65 tenant have a minimum credit rating of AA. Additionally, 

commercial bonds. Accordingly, it should be possible to master lease 25 may contain extended term provision 2Sg, 

establish a market in this type of investment instrument, thus designating that the master lease extends beyond the term of 
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the master agreement, affecting the fair market value of the 
property, as disoissed above. 

Referring now to FIGS. 4A-C, the steps taken by various 
parties in accordance with a preferred embodiment of the 
methods of the present invention are described. In FIG. 4A, 5 
the steps taken by the seller of the deedshares, who may be 
the master tenant, are shown. First, at step 30, the seller 
purchases and aggregates a real estate portfolio having a 
predetermined value, e.g., SlOO million. 

In step 31, the real estate portfolio is encumbered with a 
master agreement and master lease for a specified interval, 
e.g., 10 years. ITie master agreement includes a mechanism, 
discussed hereinabove, to reaggregate title from the holders 
of the deedshares to enable the real estate portfolio to be 
disposed of at the end of the term of the master agreement. 
In step 32, title to the real estate in the portfolio is divided 
into tenant-in-common deeds having a predetermined 
denomination, e.g., 1000 deeds each having a $100,000 
value, creating "deedshares." Finally, at step 33, the seller 
sells the deedshares to the public, either directly, or through 
qualified intermediaries via IRC §1031 exchanges. 

FIG. 4B shows the steps taken by the master tenant, 
starting with entering into the master lease, at step 40. 
During the term of the master lease, several steps are taken. 
At step 41, the master tenant pays monthly rent on the lease 25 
to the deedshare holders (co-tenants). The master tenant then 
subleases the property (typically at a profit) to one or more 
subtenants at step 42. In steps 43 and 44, the master tenant 
maintains the property, and pays the taxes and insurance on 
the property. When the term of the deedshare has expired, at 3Q 
step 45, the master tenant exercises his call to purchase the 
deedshares from the individual deedshare holders at a cal- 
culable value, such as fair market value. 

EIG. 4C shows the steps taken by a deedshare holder. At 
step 50, the deedshares are purchased from the seller, either 35 
directly, or through a qualified intermediary as part of an 
IRC §1031 exchange, as described in greater detail he rein- 
below. During the term of the deedshares, the deedshare 
holder receives guaranteed monthly income from the rent 
paid by the master tenant (step 51). During the term of the 49 
deedshares, each deedshare holder is permitted to depreciate 
the deedshare holder's tax basis in any improvements on the 
property for tax-accounting purposes (step 52). At the end of 
the term, at step 53, the deedshare holder exercises his put 
to force the master tenant to purchase the deedshares at fair 45 
market value. Prior to the end of the term of the master lease, 
a deedshare owner may freely alienate title to the deedshare. 

It should be noted that in this preferred embodiment, if 
neither the put nor the call are exercised, the master tenant 
continues to pay rent to the deedshare holder to the end of 50 
the term of the master lease, and the deedshare holder 
continues to collect monthly income from the property, and 
yearly depreciation. Also, as discussed hereinabove with 
reference to FIG. 2, numerous modifications may be made to 
this arrangement. These modifications may include chang- 55 
ing the size of the real estate portfolio, the denominations of 
the deedshares, the term of the master lease, the term of the 
deedshares before the put/call may be exercised, the terms of 
the master agreement, and the mechanism by which title to 
the real estate portfolio may be reaggregated. eo 

Referring now to FIG. 5, the method of the present 
invention is described in the context of an IRC §1031 
exchange. Since deedshares represent an interest in invest- 
ment property, and the master agreement is designed to 
insure that the tenants-in-common do not acquire the 65 
attributes of a partnership, the deedshares are subject to 
tax-deferred treatment under IRC §1031. 
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Exchanger 60 of investment real property A provides 
qualified intermediary 62 with the deed to relinquished 
property A. Qualified intermediary 62 then transfers title to 
property A to buyer 64 in exchange for money. In accor- 
dance with the principles of the present invention, seller 66 
of replacement property B encumbers property B with a 
master agreement, leases property B to a master tenant, and 
divides title in property B into tenant-in-common interests 
having predetennined denominations, to create deedshares. 

Seller 66 then conveys an appropriate value of deedshares 
to qualified intermediary 62. Exchanger 60 identifies the 
deedshares of the present invention as the replacement 
property for the exchange and obtains a mortgage commit- 
ment in an amoimt at least equal to the mortgage on 
relinquished property A. Once the purchase of the deed- 
shares "closes", qualified intermediary 62 transfers the deed- 
shares to exchanger 60, thereby completing the exchange. 

Applicants expect that there will be a ready market for 
deedshares, because there should be no difficulty identifying 
deedshares or closing on the identified deedshares within the 
time limits specified in IRC §1031. Moreover, applicants 
expect that by acquiring multiple deedshares (perhaps of 
different denominations) it will be easy to meet or exceed the 
value of the exchanged real estate using deedshares as the 
replacement property. Because the deedshares of the present 
invention represent an interest in real estate, they may be 
held subject to a mortgage, so the debt on the exchanged real 
estate also can be matched or exceeded, as required by IRC 
§1031. 

During the remaining portion of the specified term of the 
deedshares, exchanger 60 collects an income stream from 
his deedshares from master tenant 68, and may depreciate 
his interest in improvements on the replacement property B. 
When the deedshares reach maturity, or when exchanger 60 
decides to sell his deedshares, they may be sold for money, 
incurring tax liability at that time, or they may be exchanged 
for other deedshares or for other investment real estate 
through a further tax-deferred exchange under IRC §1031. 

A flowchart showing the individual steps in the process 
for performing an IRC §1031 exchange of investment real 
estate for deedshares is shown in FIG. 6. At step 70, the 
exchanger (i.e., exchanger 60 of FIG. 5) transfers the deed 
to the relinquished property to a qualified intermediary. 
Next, at step 71, the qualified intermediary sells the relin- 
quished property to a buyer, in exchange for money. Any 
mortgage on the relinquished property is paid from the 
proceeds of the sale. At this point, IRC §1031 specifies that 
the exchanger has 45 days to identify replacement property, 
and 180 days to close on the replacement property. 

In step 72, the exchanger identifies deedshares, as 
described hereinabove, to the qualified intermediary as the 
replacement property. To avoid boot, the identified deed- 
shares must have denominations that add up to a value at 
least equal to the value of the relinquished property, and 
must be subject to mortgages that will add up to a value at 
least equal to the value of the mortgage on the relinquished 
property In step 73, the qualified intermediary purchases the 
deedshares from a deedshare seller, closing the deal within 
the 180 day time limit specified in IRC §1031. Finally, in 
step 74, the qualified intermediary transfers the deedshares, 
subject to the appropriate mortgages, to the exchanger. 

Referring now to FIG. 7, an illustrative implementation of 
the investment instrument and methods of the present inven- 
tion is described. In FIG. 7, the properties and investors 
(deedshare holders) are tracked using a database application 
executed on a computer system. Database 80 contains four 
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inter-relaled sets of tables — property tables 82, investor 
tables 84, master tenant table 86, and mortgage tables 88. 

Each one of property tables 82 contains a list of properties 
associated with a single real estate portfolio that has been 
divided into deedshares, as described hereinabove. Each 5 
property in the list preferably includes information such as 
the name and address of the property, the type of property, 
the current income associated with the property, and the fair 
market value (as of last appraisal) of the property. Each 
property table, for example, may include information such lo 
as the total value of the properties in the table (real estate 
portfolio), the total number and denominations of outstand- 
ing deedshares on the properties in the table, and the dale at 
which the deedshares become subject to the put/call under 
the master agreement. In addition, each one of property 15 
tables 82 may be associated with a master tenant in master 
tenant table 86. 

Each one of property tables 82 is also associated with one 
of investor tables 84. Each investor table 84 preferably 
contains a list of all of the investors who hold deedshares in 
a particular real estate portfolio. For each investor, the 
database may include information such as the name and 
address of the investor, the number and denominations of 
deedshares held, the fair market value of the portion of the 
property associated with the deedshares (as of the last 
appraisal of the property), and the income provided to the 
investor based on the deedshares. 

Master tenant table 86 may be a single table containing a 
list of the master tenants associated with each of the real 

30 

estate portfolios. For each master tenant, database 80 pref- 
erably contains information such as the name and address of 
the master tenant, the credit rating of the master tenant (and 
any enhancement needed), and the rent paid by the master 
tenant under the master agreement. Alternatively, the iden- 
tity of the master tenant, and related information, may be 
combined into property tables 82. 

Mortgage tables 88 contain a list of the debt encumbering 
each investor's relinquished property and the debt associated 
with the deedshares held by each investor. This information 
may be used in conjunction with the information in property 
tables 82 to help investors assure that they obtain a sufficient 
mortgage on deedshares to comply with IRC §1031, and to 
assure lenders of the appropriate loan-to-value ratio which 
warrants the mortgage needed by investors. 

Database 80 may be used to generate reports required by 
applicable securities laws, as well as reports on the value of 
each real estate portfolio, the rental income due to each 
deedshare holder, certain information required by deedshare 
holders to complete their income tax returns, or any other 50 
useful compilation of the data contained in database 80. 
Additionally, database 80 may be linked to other databases 
(either directly or through a network, such as the Internet), 
such as the databases kept by master tenants, to keep track 
of subleases and maintenance. 55 

Pertinent information from database 80 may be made 
available to investors. The data in database 80 also may be 
made available to qualified intermediaries, to be used in 
identifying which deedshares of various real estate portfo- 
lios best match the needs of potential investors for IRC 60 
§1031 exchanges, or for identifying potential master tenants 
or subtenants. 

It will be evident to one skilled in the art that there are 
other possible arrangements for the data in database 80. For 
example, the investor and property tables each may be 65 
organized as one large table, with each entry in the investor 
table having links to one or more of the entries in the 
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properties table, and each entry in the properties table having 
links to one or more entries in the investor table. Also, the 
investor table may be replaced with a deedshare table, listing 
the deedshares in each of the real estate portfolios, wherein 
each deedshare entry contains information on an investor. 
Additionally, the information contained in each table may be 
varied. For example, each entry in the investors table may 
contain additional information on the investor, such as age, 
current income (for tax purposes), and information on other 
properties and investments held by the investor. 

Referring to FIG. 8, an illustrative computer system and 
network for executing and accessing the database of FIG. 7 
is shown. Computer system 90 is a database server that 
executes the database described hereinabove. Computer 
system 90 includes CPU 91, which executes instructions that 
implement a database server application, and mass storage 
92, preferably a RAID array, on which the data that forms 
the database is stored. Computer system 90 also preferably 
includes network interface 93 so that the database may be 
accessed through other computers on a local area network. 

Computer system 90 also preferably includes communi- 
cation device 94, which may comprise a telephone modem, 
a cable modem, an ADSL modem, or any other device 
capable of communicating data between a computer and a 
wide area network. Communication device 94 is used to 
connect computer system 90 to a wide area network, pref- 
erably the Internet. This connection permits users at remote 
locations to access data in the database on computer system 
90. These users may include deedshare brokers, qualified 
intermediaries, master tenants, deedshare owners, or others 
who are entitled to access the information in the database. To 
prevent unauthorized access to data, computer system 90 
preferably executes security software as well as the database 
server application. 

Computer system 90 is preferably connected to a local 
area network, having multiple client computers 95, each of 
which may be used to access the database on computer 
system 90. Additionally, printer 96, which may be used for 
printing database reports or for printing certificates repre- 
sentative of deedshares, is connected to the local area 
network. Alternatively, printer 96 may be connected directly 
to computer system 90. 

Although preferred illustrative embodiments of the 
present invention are described above, it will be evident to 
one skilled in the art that various changes and modifications 
may be made without departing from the invention. It is 
intended in the appended claims to cover all such changes 
and modifications that fall within the true spirit and scope of 
the invention. 

What is claimed is: 

1. A method of creating a real estate investment instru- 
ment adapted for performing tax-deferred exchanges com- 
prising: 

aggregating real property to form a real estate portfolio; 

encumbering the property in the real estate portfolio with 
a master agreement; and 

creating a plurality of deedshares by dividing title in the 
real estate portfolio into a plurality of tenant-in- 
common deeds of at least one predetermined 
denomination, each of the plurality of deedshares sub- 
ject to a provision in the master agreement for reaggre- 
gating the plurality of tenant-in-common deeds after a 
specified interval. 

2, The method of claim 1, wherein encumbering the 
property in the real estate portfolio with a master agreement 
further comprises encumbering the real property with a 
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master lease to a master tenant who pays rent to holders of 
the deedshares. 

3. The method of claim 2, wherein creating the plurality 
of deedshares further comprises structuring the provision to 
include a put provision that allows holders of the deedshares 5 
to force the master tenant to purchase the deedshares at a 
calculable value after the specified interval and a call pro- 
vision that allows the master tenant to force holders of the 
deedshares to sell their deedshares to the master tenant at a 
calculable value after the specified interval. 

4. The method of claim 2, wherein encumbering the real 
property in the real estate portfolio with a master agreement 
further comprises including a sublease provision in the 
master lease, enabling the master tenant to sublease the real 
estate. 

5. The method of claim 2, wherein encumbering the real 
property in the real estate portfolio with a master agreement 
further comprises including a maintenance provision in the 
master lease, requiring the master tenant to maintain the real 
estate. 

6. The method of claim 2, wherein encumbering the real 20 
property in the real estate portfolio with a master agreement 
further comprises including an insurance provision in the 
master lease, requiring the master tenant to insure the real 
estate. 

7. The method of claim 2, wherein encumbering the real 25 
property in the real estate portfolio with a master agreement 
further comprises including a tax pro vision in the master 
lease, requiring the master tenant to pay taxes on the real 
estate. 

8. The method of claim 2, wherein encumbering the real 
property in the real estate portfolio with a master agreement 
further comprises including an extended term provision in 
the master lease, designating that the master lease extends 
beyond the specified interval. 

9. The method of claim 2, wherein encumbering the real 
property in the real estate portfolio with a master agreement ^5 
further comprises including a guaranteed rent provision in 
the master lease, designating that the master tenant pay a 
predetermined guaranteed income to holders of the deed- 
shares. 

10. The method of claim 2, wherein encumbering the real 40 
property in the real estate portfolio with a master agreement 
further comprises including a credit rating provision in the 
master lease, requiring that the niaster tenant have a speci- 
fied minimum credit rating. 

11. A method of performing a tax-deferred exchange of 45 
investment real estate under §1031 of the Internal Revenue 
Code comprising: 

transferring a first interest in investment real estate having 
a first value and being subject to a first debt from an 
exchanger to a third party; 

using the third party to transfer title to the first interest in 
investment real estate to a buyer in exchange for 
money, proceeds of the transfer of the title to the first 
interest being held by the third party; 

identifying deedshares having a second value equal to or 55 
greater than the first value and subject to a second debt 
equal to or greater than the first debt as a replacement 
property within a specified number of days of transfer- 
ring title to the first interest in investment real estate, 
the deedshares comprising an undivided tenant-in- 60 
common interest in investment real estate that is subject 
to a master agreement including a provision re aggre- 
gating title to the investment real estate represented by 
the deedshares at a specified time; 

closing the sale of the deedshares within a second speci- 65 
fied number of days of transferring title to the first 
interest in investment real estate; and 
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transferring the deedshares and the second debt from the 
third party to the exchanger. 

12. The method of claim 11, wherein identifying deed- 
shares comprises identifying a combination of deedshares 
having different predetermined denominations that sum to 
the second value. 

13. The method of claim 11, wherein identifying deed- 
shares further comprises identifying deedshares subject to a 
master lease to a master tenant, and the master tenant pays 
rent to owners of the deedshares. 

14. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares subject to a 
provision for reaggregating title that comprises a put provi- 
sion that allows the owners of the deedshares to force the 
master tenant to purchase the deedshares at a calculable 
value on or after the specified time, and a call provision that 
allows the master tenant to force the owners of the deed- 
shares to sell their deedshares to the master tenant at a 
calculable value on or after the specified time. 

15. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision enabling the master tenant to sublease the real 
estate. 

16. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision requiring the master tenant to maintain the real 
estate. 

17. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision requiring the master tenant to insure the real 
estate. 

18. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision requiring the master tenant to pay taxes on the real 
estate. 

19. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision that the master lease extends beyond the specified 
interval. 

20. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision that requires the master tenant has a specified 
minimum credit rating. 

21. The method of claim 13, wherein identifying deed- 
shares further comprises identifying deedshares including a 
provision to appoint a real estate broker to sell the real estate 
after title to the real estate has been reaggregated at the 
specified time. 

22. A method of creating a real estate investment instru- 
ment adapted for performing tax-deferred exchanges com- 
prising: 

acquiring real property; 

encumbering the real property with a master agreement; 
and 

creating a plurality of deedshares by dividing title in the 
real property into a plurality of tenant-in-common 
deeds of at least one predetermined denomination, each 
of the plurality of deedshares subject to a provision for 
reaggregating the plurality of tenant-in-common deeds 
after a specified interval. 

23. The method of claim 22, wherein enciunbering the 
real property with a master agreement further comprises 
encumbering the real property with a master lease to a 
master tenant who pays rent to holders of the deedshares. 

24. The method of claim 23, wherein creating the plurality 
of deedshares further comprises structuring the provision to 
include a put provision that allows holders of the deedshares 
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to force the master tenant to purchase the deedshares at a master agreement for reaggre gating the plurality of 

calculable value after the specified interval and a call pro- tenant-in-common deeds after a specified interval, 

vision that allows the master tenant to force holders of the 33. The method of claim 32, wherein encumbering the 

deedshares to sell their deedshares to the master tenant at a real property with a master agreement further comprises 

calculable value after the specified interval. 5 encumbering the real property with a master lease to a 

25. The method of claim 23, wherein encumbering the master tenant who pays rent to holders of the deedshares, 
real property with a master agreement further comprises 34 ^he method of claim 33, wherein using a computer to 
including a sublease provision in the master lease, enabling generate the plurality of deedshares further comprises 
the master tenant to sublease the real property i^^l^^ing in the master agreement a put provision that 

26. The method of claim 23, wherem encumbermg the 10 ^^^^^ ^^^^^^ deedshares to force the master tenant 
rea property with a master agreement fiirther comprises ^^^^^^ deedshares at a calculable value after the 
mcluding a maintenance provision m the master lease, j • . 1 j n • • *u * n 

requirini the master tenant to maintain the real property. ^P^^^^ '^'^ ^°f/ P^-^'"" 'h*' allows the master 

27. The method of claim 23. wherein encumbering the ' '° ^'>'^ deedshares to sell the.r 
I * * *r*t- • deedshares to the master tenant at a calculable value after the 

real property with a master agreement further compnses 15 ^"^^^^'^^^ «^ 

including an insurance provision in the master lease, requir- r„ ^ . . . . 

ing the master tenant to insure the real property. ^5. The method of clami 33, wherem encumbering the 

28. The method of claim 23, wherein encumbering the P'^P^^y ^ agreemem further comprises 
real property with a master agreement further comprises ^'^^"'^^8 » sublease provision in the master lease, enabhng 
including a tax provision in the master lease, requiring the 20 !° f Wease the real property. 

master tenant to pay taxes on the real property. "^^^^^ °^ wherem encumbenng the 

29. The method of claim 23, wherein encumbering the P'°P«"y ^."^ " agreement ftirther compnses 
real properly with a master agreement further comprises t ■°*""''°''°"=* P^^^^'."" '«''^> 
including an extended term provision in the master lease, '''^"'^S r^lf' to maintain the real property 
designating that the master lease extends beyond the sped- 25 ^J' ^ '^''^ wherem encumbenng the 
fled interval ' property with a master agreement further compnses 

30. The method of claim 23, wherein encumbering the ""eluding an insurance provision in the master lease, requir- 
real property with a master agreement further comprises mg the master tenant to msure the real property 
including a guaranteed rent provision in the master lease, '8. The method of claim 33, wherem encumbering the 
designating that the master tenant pay a predetermined 30 P^P^^y with a master agreement further compnses 
guaranteed income to holders of the deedshares. '"'^'"^"S " ""^ P-^^^'^" the master lease, requinng the 

31. The method of claim 23, wherein encumbering the master tenant to pay taxes on the real property. 

real property with a master agreement further comprises ^9. The method of claim 33, wherein encumbenng the 

including a credit rating provision in the master lease, P™P«"y with a master agreement further compnses 

requiring that the master tenant have a specified minimum 35 "fcluding an extended tenr provision in the master lease, 

credit rating designatmg that the master lease extends beyond the spea- 

32. A method of creating a real estate investment instm- '^^„'''Ifr'^'' ■ , ^ , . „ , . . . 
ment adapted for performing tax-deferred exchanges com- "^^^^^ ""^^"^ wherem encumbenng the 
prising- ^ property with a master agreement further compnses 

. . including a guaranteed rent provision in the master lease, 

acquinng real property; designating that the master tenant pay a predetermined 

encumbering the real property with a master agreement; guaranteed income to holders of the deedshares. 

41. The method of claim 33, wherein encumbering the 
using a computer to generate a plurality of deedshares by real property with a master agreement further comprises 
generating a plurality of tenant-in-oommon deeds of at including a credit rating provision in the master lease, 
least one predetermined denomination that divide title requiring that the master tenant have a specified minimum 
in the real property into a plurality of tenant-in- credit rating, 
common interests, each of the plurality of tenant-in- 
common deeds being subject to a provision in the * * ♦ # * 
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[57] ABSTRACT 

A data processing apparatus and method controls and 
implements a goal-directed financial assets management 
system. The operative system receives investor deposits 
at selected levels of correspondence to established capi- 
tal markets. A proportionality factor, or "market multi- 
ple" MM, is established as a measure of correspondence 
between the account and each market or asset of inter- 
est. The operative system periodically enters new ac- 
count data and adjusts the individual accounts in re- 
sponse thereto. The system determines a net position 
change which is translated into aggregate purchase/sale 
orders of various market index futures contracts or 
other capital instruments. The system automatically 
adjusts the risk exposure in any asset category to pre- 
vent its reaching an excessive level. As a result, an 
account can never lose more than the amount deposited. 
The data processing system provides efficient operation 
and low transaction fees to the participating investors. 
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GOAL-DIRECTED HNANaAL ASSET 
MANAGEMENT SYSTEM 

The present invention generally relates to a data pro- 5 
cessing system for managing a goal directed investment 
account, designed for individual and small institutional 
investors. More particularly, the present invention re- 
lates to a programmed controlled financial asset man- 
agement system for implementing investor participation 10 
in capital markets through long and short positions in 
indexed investment vehicles. 

BACKGROUND OF THE INVENTION 

The world-wide capital markets have undergone 15 
unprecedented fluctuations during the past decade in 
response to changing economic, political and financial 
conditions. This has created an investment environment 
characterized by rapidly changing inflationary expecta- 
tions, high real interest rates, volatile exchange rates, 20 
and a fully internationalized capital marketplace. Tradi- 
tional investment devices such as stocks and bonds have 
been supplemented with more versatile investment ve- 
hicles. Indeed, the advent of computerized trading and 
other forms of advanced information processing has 25 
spawned a new family of investment products. Such 
newly developed products include: second tier ("junk") 
bonds; commodity options; international capital, real 
estate, and currency funds; "unmanaged" index funds; 
REIT limited partnerships (real estate investment 30 
trusts); financial futures contracts, and other so-called 
deri\'ative instruments on many of these forms of capi- 
tal Additionally, the integrated mutual fund family has 
been expanded to offer a broad collection of separate 
funds directed to these diverse investment choices. 35 

Mutual funds provide the investor the opportunity to 
participate in the capital markets at a relatively low fee 
for portfolio management. Most mutual funds are man- 
aged by professional money managers with their fees 
taken as a percent of net asset value of the fund for a 40 
given period. These fees finance the large research de- 
partments that sift through and select the various invest- 
ments for the fund. This management fee often varies 
between 0.5% to 1.5% of the net asset value of the fund. 
In addition, mutual funds are a legal coopei-ative of 45 
ownership of the selected securities and, therefore, in- 
volve all the legal significance of security ownership to 
the participating investors without the attendant con- 
trol thereof. 

The professionally managed mutual funds have come 50 
under recent criticism due to the fact that a significant 
percentage of managed funds fail to outperform the 
genera] equity markets. Recent studies indicate that a 
significant percentage of all managed funds were out- 
performed by the S & P 500 index. The S & P (Standard 55 
and Poor's) 500 index is a relative valuation of the 
stocks of 500 large companies, most of which are listed 
and traded on the New York Stock Exchange. The S & 
P 500 index is an indicator of the general performance 
of the United States equity markets. The relatively poor 60 
performance of the managed funds has created substan- 
tial interest in unmanag;ed investment products that 
track the overall performance of the equity markets 
unencumbered by asset research fees and high transac- 
tion costs. This may be accomplished, for example, 65 
through indexed stock funds that invest in the stocks of 
the S & P 500 companies and, therefore, directly track 
the performance of the S & P 500 index. 



In spile of these alternatives, certain investment strat- 
egies remain prohibitively expensive to pursue for a 
significant number of smaller investors. In particular, 
many investors employ a technique known as market 
timing, which involves investing in the equity markets 
at the perceived time of total market growth and divest- 
ing at a later time of perceived market contraction. This 
strategy is usually based on timing the business cycles 
for the economy as a whole. The investor pursuing this 
strategy desires to avoid the risk associated with own- 
ing individual stocks. 

Somewhat antithetical to the market timer is the in- 
vestor, who seeks the undervalued stock. This investor 
desires to negate the business cycles so that the selected 
individual stock, perceived to be under\'alued, has an 
opportunity to appreciate. This investor, therefore, 
seeks a means of hedging his investment in the underval- 
ued stock with a countering investment to limit the 
impact of the business cycle on his stock. This is nor- 
mally accomplished by investing shon in the market 
(i.e.. selling borrowed stock or other assets). 

Investor hedging can be expanded to include the 
broader class of portfolio managers interested in "Beta" 
management which involves tying the risk level of the 
investor's portfolio to the overall performance of a 
selected market to meet the specified risk allotment of 
the portfolio. Beta management will invariably include 
both long and short positions in certain assets. 

The above-described investors are not particularly 
well served by presently available investment products. 
For example, the market timer must buy and sell a 
grouping of securities to capture the swings of the busi- 
ness cycle— a prohibitively expensive undertaking in 
terms of transaction costs when dealing with individual 
stocks. The use of options and futures contracts on 
stock indices solves some problems and permits the 
investor to take a short position, but due to the short 
term nature of these investment products, continuous 
trading is required even though no change in position is 
desired. 

The advent of mutual funds and especially the "no- 
load" mutual fund families that combine several individ- 
ual funds that respectively provide for income or capital 
growth with no sales charge would appear to provide a 
low cost investment vehicle to the market timer. The 
market timer would merely switch from the equity fund 
to an income fund at a time of perceived weakness in the 
equity markets. In fact though, most ihutual fund fami- 
lies are not designed for active switching and many 
actually restrict the number and size of switches made 
by an investor. Many such funds also have the option of 
redeeming in kind, i.e., redeeming the underlying shares 
to the investor— an undesirable transaction for the mar- 
ket timer. The restrictions discussed above are specifi- 
cally designed to inhibit the use of fund families by the 
market timer. Moreover, investors in mutual funds are 
by definition, owners of the underlying securities. The 
ownership of securities involves restrictions and regula- 
tions that may place an additional burden on the inves- 
tor. 

In hedging and Beta management, the use of direct 
futures contracts is prohibitively expensive. Moreover, 
hedging and Beta management, in part, involve short 
selling which cannot be accomplished vis-a-vis mutual 
funds. 

To implement the above investment strategies in a 
cost effective manner, an investment system is required 
thai provides the efficiency and cost of a no-load mutual 
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fund with the versatility of the options and futures con- 
tracts market. It was with this understanding of the 
problems of the prior art that the present invention was 
made. 

SUMMARY AND OBJECTS OF THE PRESENT 
INVENTION 

It is an object of the present invention to provide a 
data processing system to control account management 
and investment tracking for participating investors de- 10 
siring to accurately direct and adjust the level of portfo- 
lio risk. 

It is another object of the present invention to pro- • 
vide a stored program controlled data processing appa- 
ratus to receive investor requests in terms of asset selec- 
tion, risk adjustment, and deposits and withdrawals, 
receive adjustments in current market valuation, and in 
response thereto, make selected purchases of the desig- 
nated asset or asset related instruments so that the net 
position of the participating investor accounts reflects 
the net level of risk desired by the investors. 

It is yet another object of the present invention to 
provide an apparatus for maintaining individual inves- 
tor accounts that represent either long or short positions 
in a given capital market and which permits each inves- 
tor to selectively establish the degree that the account 
tracks the market for the selected asset in terms of valu- 
ation. 

The above and other objects of the present invention 
are realized in a specific illustrative program controlled 
data processing system that maintains individual ac- 
counts each at a selected level of risk for each asset 
category selected. The data processing system calcu- 
lates the aggregate level of risk in that asset category for 35 
the individual accounts and establishes an aggregate 
account position based thereon, via purchases or sales of 
individual securities, futures contracts in a selected mar- 
ket index, e.g.. the S & P 500, or other asset related 
instruments for that asset category. Account funds are 4Q 
otherwise invested in a mix of income bearing instru- 
ments, such as U.S. Treasury notes. As the customer 
changes the level of risk or makes deposits and with- 
drawals, the accounts are automatically adjusted 
through market trades in the relevant asset group. 45 
Based on the market transactions, each account is up- 
dated in terms of exposure and net asset value. A rela- 
tively low administration fee is charged to the custom- 
ers by the system proprietor. 

The foregoing features of the present invention may 50 
be more fully understood from the following deuiled 
discussion of a specific illustrative embodiment thereof, 
presented hercinbelow in conjunction with the accom- 
panying drawings, in which: 

FIGS. lA-lE provide a diagram of the risk and asset 55 
accumulation process for the present invention. 

FIG. 2 is a schematic diagram of the functional com- 
ponents for the present invention. 

FIG. 3 is a flow chart for the overall system opera- 
tion according to the present invention. 60 

FIG. 4 is a flow chart for the customer data entry into 
the system. 

FIG. 5 is a flow chart for the pre-trade system opera- 
tion. 

FIGS. 6A-6E arc a flow chart for the post-trade 65 
system operation. 

FIGS. 7A-7B are a spread sheet for a single inves- 
tor's transactions pursuant to the present invention. 
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DESCRIPTION OF THE INVENTION 

Discussing the instant invention first briefly in over- 
view, it is the fundamental objective of the present data 
processing system to facihtate the risk management of 
individual financial asset portfolios. Individual accounts 
are established in computer memory comprising a mon- 
etary valuation and a selected level of correspondence 
(risk) to changes of valuation of one or more asset 
groups in each account. The level of risk for each asset 
group is quantified by a market indicator referred to 
hereinafter as a market multiple or MM for that asset 
group. The market multiple specifies the level of corre- 
spondence over time between the value of the investor's 
implied allocation in that asset group and the general 
market for that asset. For example, an investor wanting 
part of his/her account to directly track the S & P 500 
index selects an MM =1. A 50% increase in value for 
the S & P 500 index, including dividends, will then 
translate into a 50% increase in value of the investor's 
account, exclusive of system fees. 

Individual accounts will respond to one or several 
asset groups, each with varying levels of risk as indi- 
cated by the selected value of the market multiple for 
each account. This can be viewed as a customer having 
"bought" or "sold" an amount of an asset category 
equal to his/her allocation to that category. In fact, no 
such transaction occurs in the account. 

The customer's account simply responds to the vari- 
ous markets (stocks, bonds, gold, etc.) as though such 
transactions had occurred. Investors selecting a positive 
MM will be considered "long" in that asset and with a 
MM greater than 1.0 will have implied "leverage" to 
achieve the investor's desired level of risk. In a similar 
manner, a negative MM value means that an investor's 
account responds in an inverse manner to the asset 
index similar to being "short" in that asset. System 
structure restricts an asset category's MM to an allow- 
able range (from negative-short to positive-long) that is 
specified by the system proprietor and which is a func- 
tion of the historical volatility of that asset category's 
market index. The system automatically reduces the 
implied leverage in a customer's asset category when- 
ever an adverse price change in that asset's market 
index has caused the category's "effective" MM (risk) 
to reach an unacccptabiy high level. The system aggre- 
gates the total level of risk for all customer accounts in 
each asset group and establishes a recommended net 
position in the appropriate futures contracts or hard 
assets for that asset group, to correspond to the aggre- 
gate risk level (i.e., aggregate MM). 

The account management service is operated by the 
system proprietor according to the data processing 
methods and apparatus disclosed herein. Referring now 
to FIG. 1, the overall relationship of system participants 
is graphically depicted. As can be seen, the system is 
adapted to receive multiple investors, each requesting 
diverse types and levels of investment. Customer A, for 
example, desires the effect of a long position in U.S. 
stocks, with a corresponding MM of, e.g., 1.5 
(MM= 1.5), a straight (MM== 1.0) position in gold, and 
liquid assets (cash), invested at current short term rates. 
Customer B, on the other hand seeks the effect of going 
short on U.S. stocks, e.g.. MM = —2.0 with the remain- 
der of his account responding as though it were in cash. 

For each participating investor, an account is opened 
with an initial deposit. These funds are deposited with a 
bank or similar establishment acting as trustee for the 



03/11/2003, EAST Version: 1.03.0002 



5,126; 

5 

system proprietor. The composite position of the partic- 
ipating investors is calculated for each asset group of- 
fered by the system proprietor. These asset group posi- 
tions are then translated into investments in the market- 
place by the system proprietor in a manner that guaran- 5 
tees a return to each participating investor correspond- 
ing lo the implied *'position" (MM) in that asset group. 
More particularly, the system proprietor is in communi- 
cation with various exchanges or brokers and will place 
buy/sell orders in each asset group according to the 10 
aggregate level of exposure. Certain investors' choices 
of asset and MM, when aggregated, will result in no net 
purchases on the exchange, e.g.. Customer A's position 
in U.S. stocks (long) will partially offset Customer B's 
position in U.S. stocks (short). Nevertheless, the system, 15 
as will be more fully discussed below, will provide both 
Customer A and Customer B with their selected level of 
correspondence to the U.S. stock market. 

The functional components of the operative system 
are presented in FIG. 2. These components are inter- 20 
connected and communicate, via address and data bus- 
ses in the computer hardware 20. Investment account 
data is entered into the system through various forms of 
inputs which will include interactive terminals at. e.g., a 
participating investor's location. Other forms of input to 25 
the system can include interactive data entry through a 
personal computer or a touchtone telephone system as 
is per se well known to those skilled in this art. The data 
entry will include requests for deposits, withdrawals 
and changes in the market multiple, MM. 30 

A communication link exists between the system 
proprietor and the trading exchange for the asset mar- 
kets of interest. This link provides the data processor 
with current market data in terms of index values and 
interest rates. This information is time tagged and digi- 35 
tized for entry into the system. The system proprietor 
will trade assets on the exchange pursuant to the calcu- 
lated position provided by the system, and the current 
market data. 

System operation is governed by the CPU (central 40 
processing unit) which receives the inputted data from 
the participating investors, in terms of deposits or with- 
drawals and changes to asset category weighting and 
respective MM. The CPU then performs an iterative 
calculation determining a rexjuired asset mix position for 45 
each account in response to the recently entered data 
for the operative period. The CPU aggregates the indi- 
vidual required trading positions for each account in 
each asset to determine a net trade in that asset group in 
response to all participants' requests and thereafter pro- 50 
vides a recommended buy/sell order for execution in 
the marketplace. To the extent that the net of deposits 
and withdrawals and changes in asset weightings and 
MMs results in no new buying or selling being required 
by the system proprietor, significant transaction ex- 55 
penses are saved, which enable lower fees to be charged 
to participants. 

Confirmation of the trade execution on the exchange 
is transmitted back to the system which then updates 
each account balance accordingly, with the end period 60 
information stored in memory. Access to the current 
account information is available to each participant, via 
the above-described input arrangement. 

As indicated in FIG. 2, the management system is a 
programmed controlled data processor with attendant 65 
input/output capabilities, account and exchange com- 
munication links, and mass data storage. The hardware 
used to accomplish the herein described programmed 
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directives is preferably a microprocessor based com- 
puter system compatible with the selected program- 
ming language and peripherals and having sufficient 
computational speed to handle the level of participating 
investors at the selected level of turnover. The mass 
storage of the account data is preferably by magnetic 
storage media, although other forms of data storage are 
acceptable if non-volatile and having sufficient volume. 
Although the programming language is not paniculariy 
limitative, the large data bases involved in this system 
would be best handled by a higher order relational 
database language for implementation. 

Referring now to FIG. 3, the sequence of operations 
is shown in block diagram form. In essence, the system 
is in continuous operation, reflected by the circular path 
between the operative events. Event (I) involves the 
Pre-Trade Adjustments made to the accounts pursuant 
to entered changes in MM, and deposits or withdrawals 
for various asset groups. These adjustments are made 
corresponding to the entered request by participating 
investors. A Trading Cut-Off Event (2) is set, and re- 
quests received after this event are incremented to the 
next trading period for execution. Event (3) provides 
for the system execution of all the requisite trading for 
that trading period. Execution of these trades are made 
and confirmed via communication with the various 
exchanges as discussed above. The operative path con- 
ceptually terminates with Event (4) which involves the 
Post-Trade Account Adjustments reflecting the just" 
completed trade execution. The next trading cycle is 
then initiated for all orders and requests received after 
the prior Trade Cut-Off. 

The input of customer instructions can be more 
clearly understood in conjunction with FIG. 4, wherein 
customer instructions are entered into the system. Block 
100, and time tagged (T). Test 110 determines whether 
the request is before or after the current trade Cut-Off 
(T) (Event 2 of FIG. 3). If before, the transaction re- 
quested is placed for the current trade execution event 
(Block 130). Otherwise, the transaction is incremented 
to the next trade execution event (Block 120). In either 
case, the system performs the Pre-Trade Adjustments, 
Block 140, for that participating investor, in preparation 
for trade execution at the designated trading execution 
event (Block 150). As can be seen, all trades by the 
proprietor in response to participating investors' re- 
quests are separately and sequentially numbered using 
the counter "T" thus forming a string of trading "Lots" 
for each account. 

The Pre-Trade Adjustments involve converting the 
investors' inputted requests into an executable trade 
format reflective of the investor's adjustment in that 
asset category. This conversion process is broken down 
into two components since, during the Pre-Trade 
Event, actual prices for buy/sell orders are unknown. 
The two components are the effective dollar amount for 
the adjustment (EFFSAMT) and the effective units 
(EFFUNITS) for the adjustment. The effective units 
are, in fact, the expected actual units of the index or its 
futures contracts that will result from the upcoming 
trade. 

FIGS. 5 and 6 provide flow charts for the Pre-Trade 
and Post-Trade Account Adjustments. Table 1 below 
provides a variable list for these flow charts. 

TABLE 1 

1. ASST • asset group undergoing idjuslmnit 

2. CF • cash flow; amount added or withdrawn by 
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TABLE 1 -continued 







customer 




CL'ST ID 


• customer identification or label 


4. 


EFFSAMT 


} amount of dollars and units ( ) to buy. or 






sell ( — ) to adjust the required hedge for 


5, 


EFFUNIT 


} this customer's new position 


6. 


EQTY 


• net value of cusiomer holdings in this asset 






group 


7. 


O/L 


• unrealized gain/loss for customer for asset 






group 


8. 


IDX 


• current asset's market index value 


9. 


INV-CAP 


• the position of a customer's capiul that is 






responding to this asset category's market 






index 


ro. 


LOT 


- position (units) in customer account for a 






designated (T) trade 


11. 


LV 


- implied "leverage" of customer for long 






position 


12. 


MM 


- specified market multiple of ».ssel category 


13. WMeff 


- effective market multiple 


14- MMuWT 


- the limit the s>'stem proprietor sets on the 






MMfff for this asset category 


14. 


OVSA 


• original value of selected assets; asset 






chosen by cusiomer from prior Lots (T) for 






current sale in the market 


15. 


SD 


- implied short deposit: amount allocated by 






customer for a "shon" position in an asset 


16. 


SP 


• implied short proceeds: initial value of 






asset "sold" for a short position 


17. 


UNIT 


• total implied units of participation owned 






(lungt or sold (short) 



broken down into the single request format and entered 
into the system separately. These requests are accumu- 
lated for each customer and asset group during the 
pre-irade cycle; in this way, a cusiomer may make sev- 
5 cral adjustments all within the same cycle. At the trad- 
ing cut-ofT, the composite EFFUNITS and EFFSAMT 
are summed and converted into purchase/sale orders of 
various capital instruments, e.g.. futures contracts, 
stocks, bonds, gold, etc. The market value or index. at 
10 which the composite ^ade was executed is entered as a 
system parameter, and used in Post-Trade Account 
Adjustments as described hereinbelow. 

More particularly and referring to FIG. 6, the indi- 
vidual accounts arc adjusted pursuant to the most re- 
cent trade data. FIG. 6 provides a logic flow path for 
the operative system regarding Post-Trade Account 
Adjustments. At Block 400, the system receives input- 
ted data on each customer, including CUST ID, asset 
group, current multiple (MM.\ew\ cash flow (CF) and 
the market index (IDX) for that asset group for the last 
trade execution. 

Applying the recent index (IDX) from the last trade, 
the system determines A UNIT and UNIT at Blocks 410 
and 420. respectively: 



25 



In the formulae that follow, subscripts "OLD" and 
"NEW" indicate whether or not the value of a variable 
was determined before or after the latest determination 30 
of the asset's market index. 

Referring now to FIG. 5, the Pre-Trade Account 
Adjustment logic path is provided. At Block 200, the 
inputted data includes the Customer Identification 
(CUST ID). Asset Group (ASST), the new multiple for 35 
that Asset Group (MM.veh')» and the amount deposited 
or withdrawn from that Asset Group (CF). Test 210 
checks CF for three possible values: negative, positive 
or zero. If CF is positive, this indicates an allocation to 
this asset group and logic branches to 220 and 250, ^ 
wherein the following calculations are performed; 



£FF%A.\fT^CF*Af\EU 



EFFUNITS = 0 



(1) 
(2) 



45 



If money is withdrawn, CF<0, and logic branches to 
Blocks 230 and 260. The system therein determines the 
following quantities: 



A USITMEFFU\fT/IDXi-\-EFFUSlT 



(7) 



(8) 



When the customer has withdrawn funds, he/she can 
select the specific asset units that are traded during 
execution for currency. Since prior positions arc identi- 
fied by lot number, the customer can choose to reduce 
assets (units) "purchased" much earlier having a certain 
basis, or select later acquired units from a more recent 
allocation for that customer having a potentially differ- 
ent basis. The choice will depend upon the tax implica- 
tions sought by the customer. In this way, the customer 
can select assets for transactions to minimize the capital 
gain or maximize capital loss. 

More particularly, Test 430 determines whether as- 
sets are sold (i.e., CF<0 indicating asset withdrawal); if 
so, logic branches to Block 440 wherein the above- 
described calculation to determine the net gain or loss. 
A G/L, is made pursuant to the customer selected lots 
and the following relationship: 



c/L^ 1 vsnvDX\ ~\ovsArr)\ 



(9) 



EFFSAMT =0 

EFF%A\fT^\' I •Min[\CF\JSy'CA-^G/L- 
1 *USi7]/[JSy- CAP-^ C/L] 



(3) 50 



(4) 



In EQ (4), the system selects the minimum value be- 
tween the absolute value of CF and the equity (INV- 
CAP + G/L) for this asset. 

When the account multiple is changed, CF=0, and 
logic branches to Blocks 240 and 270, the system per- 
forms the following adjustments refieciive of a chang- 
ing MM: 



55 



60 



EFFiAMT^ MMsEH^i -L y+SF-i-SD) 
EFFVStT= USiT^MMsEW- 1) 



(5) 
(6) 



wherein OVSA represents the Original Value of Se- 
lected Assets. If CF>0, then by definition, A G/L=0 
(Block 450). 

Continuing in FIG. 6. Test 500 determines whether 
the new multiple, MMa^^. is negative (reflecting an 
implied short position); if so. logic branches to Block 
510 and the implied leverage, (i.e., the amount of im- 
plied borrowing by the customer to support a long 
position) is set to zero (LV =0). 

If MM.vrJf is not negative, the customer is "long" 
and logic branches to Test 520, which adjusts the logic 
path contingent on the value of cash flow, (CJ^. If 
CF>0, then the leverage is recalculated at Block 530. 



65 



LV=Ly-k-{.CF\MMsEW-\yi 



The above Pre-Trade Adjustments are made pursu- 
ant to the entry of a customer request, e.g., a depositA 
withdrawal or a new multiple. Composite requests are 



If CF<0. then leverage is calculated at Block 540: 

Ly=LV~Min[\{MMsEW''\yCF)\Xy\ (II) 
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Finally, the effective multiple (MMEpf) is calculated, 
wherein the system selects the minimum value between based on current index and equity in thai asset (Block 
the current leverage and the portion of the withdrawal 770): 

allocated to borrowed funds. This step insures that ^.ninytiKv rjp^r-yt^ nn 

withdrawals from the account reduce implied leverage 5 MMEFF^WMTroT'JDmI^ ^-CAP^ c;L) (21) 

proportionately. -r . «n u ■ The system then determines if the effective multiple 

multiple {MMoLD) >s checked; if MMoL^<0. the cus- (MMuMirl If so, then 

tomer has shifted from short to long and the new lever- ^^^^^^ ^^^^^^^ generates the order to "re-set" 

age position is calculated in Block 560: effective multiple to the specified. This order is 

,1. u.,;v-iT .mi-^./w-u ... m Kn^^P fi2i handled just like the customer had Called in the samc 
Ly^m,MToLOriDX) iMMsEH"^)]'5D^SP (12) ^^^^^ ^^^^^^^^ ^^^^^^^ ^^^^ ^^^^^ 3,^^^^ 

100 

If MMoiD>0 then the ,5 The above calculations are repeated for each trans- 
Ibi Isinv recalculated as follows 3,,^^ jn the customer's account and for each cus- 
(Block 57U). tomer requesting transactions that were effected during 

Ly^U -^iiVMyiDXt (13) '''^ recent trade execution. The updated accounts 

Test 600 checks the current value of the multiple are stored in memory and accessed according to need. 

(MMv£»'); if greater than zero, the customer is long 20 e.g.. monthly statements and account status requests, 
and. by definition, the short proceeds (SP) and short I" this way. the system provides the performance of 
deposit (SD) are set at zero in Block 610. If MM.ve- « 'o^""**' mvestment m key asset groups v.a accounts 
M <0. the customer is short and the system calculates ""der automat.c management The md.v.dual .nvestors 
the SP and SD for the customer. More particularly, at the des.red assets and level of i^sk exposure and 

li, I JVn V. u J 1 A K,c-^ 25 the system creates an investment position in response 

Block 620, the short proceeds are calculated based on jj^^gj^ 

all customer lots from prior transactions: 

EXAMPLE 

SP^HV.\ir„„'lDX) (14) . . -, J . J - .u 

The system operation is more easily understood in the 
Wherein UNIT„„is the amount of remaining units in 30 context of an example of its use. The following example 
each lot and the sum is for all lots for that customer- « d-rected to the vanous system adjustments and trans- 

actions as applied to a single investor, bearing in mmd 
Tf MMoLD>0, Test 630, the customer has gone from '"""y ^""'^ be accessing the system 

long to short in the asset and the short deposit is deter- ''ZJ^^^My. and referring to FIG. 7. a spread 
mined in Block 640. as follows: ^^^^ ^ ^^^^^ ^j^^ ^^^^ ^^^^^^ representing a 

SD^iUMToLD-iDXt-LVoLD (>« evcnts inputted into the system governing a 

single account. These events have row numbers 1-31 
Wherein the UNIT and leverage value are from the ^'i'h «he additional labels of "pre" and "post" indicating 
I -.- ir.i..\/t«4 .»,» ^.,ct/x,.,»r !,« 40 the form of adjustment made to the customer s account, 

pnor long position. If the MMolc<0. the customer has p„.Trade and Post-Trade Account Adjust- 

remained short, and the short deposit is adjusted in * *iawi. , . u- i 

' . . len f II ments. The system maintains and adjusts multiple ac- 

Block 650 as follows: ^^^^^^ ^ ^^^^^^ ^.^jj^^. ^^^^ exemplified in FIG. 7. 

SD^SD+ CF (16) On line 1, the customer has requested a "purchase" of 

45 $20,000 (CF=$20»000) of participation in the U.S. 
Continuing in FIG. 6. if a deposit or withdrawal has Stock Market at a -Mong" muhiple (MM)=L5. The 

been made CT^O" to Test 700), logic branches to Block l^J.^^f^ tf^^^ ^^^^^^X^'^f?^^'^ 

710. and the current customer investment capital corre- ^^MT (at $30,000) and EFFUNIT at 0) m preparation 

J. , , , J. J of a trade pursuant to the customer s deposit, 

spondmg to the asset category is determined: ^ " At columns 14-16. the trade order to Ae system (in 

iNy-CAP^tNy-CAP+CF+tc/L (17) 'his example, a single customer) is shown at the index 

value (IDX) of 300, the current market price of the S & 
If CF=0 and MMnew=MMold. INV-CAP is un- P SO" '"dex. From this transaction, the system updates 
changed; if the sign of MMv£»^sign of MMoia then «!>e customer's account through the post-trade algo- 
INVrCAP is calculated as follows: 5* summanzed on hne 2 In this regard lever- 

age, LV, IS calculated from EQ 10 above to be $10,000, 

iSV-CAP=-{VNiToLD\*fDX)-LV-k^SD'^SP (18) and SO on. 

On line 4, a market value increase of +30 is translated 
The system then determines the gain or loss (G/L) to a $3,000 Gain in Column 10 (30 • 100 units). Other- 
for this asset pursuant to Block 750: 60 wise, the customer entered no changes to the account 

during this trading period. 

G/L^{USlTTOJ*iDX)'LV-^^SD^SP'-lSV.CAP (19) On line 6, the customer has increased his long posi- 
tion by changing his muhiple (MM) to 2. Based on this 
Followed by the determination of Equity (Block change. EFF$AMT and EFFUNIT values are deter- 
750). 65 mined and converted into an adjusted equity position 

through the implied purchase of 39.39 units at an index 
EQTY^isy-CAP-^C/L (20) Value of 330 (IDX); continuing on line 7. the customer's 

account is updated pursuant to this transaction. 



03/11/2003, EAST Version: 1.03.0002 



5,126, 

11 

Continuing in a similar manner, FIG. 7 exemplifies 
various changes in system parameters and the impact 
these changes have on the customer's position. Please 
note that line 30 involves a '*reset" wherein the cus- 
tomer desires that the effective multiple (MM eff) 5 
match the selected muhiple (MM.v£h*); this reset pro- 
cess results in a closer relationship between actual mar- 
ket performance and the response of the customer's 
portfolio, tn accordance with the original multiples. 
Resetting (he multiple this way can be done automati- 10 
cally in the system (when the effective multiple, 
MMfffi exceeds the limit set by the system proprietor), 
or as a basis of a separate lequest as shown above. 

The principles of the above system, described in ref- 
erence to the U.S. equity market, as measured by the S 15 
& P SOO, are equally applicable to trading in other asset 
categories, thereby providing a participating investor 
the opportunity to select and balance the portfolio risk 
exposure in countervailing investment opportunities. 
For example, the investor may allocate his investment 20 
assets with an aggressive, MM = 1.5, in a U.S. dollar 
index position, balanced by going short, MM= — 1.0, in 
gold. By pooling this investor's position with many like 
and oppositely positioned investors at a minimal fee, the 
system lowers overall transaction costs to each investor. 25 
This fee may be contingent on net asset value for a set 
period, or determined on some other basis, e.g., extent 
of participation in the various assets or the number of 
transactions for a given period. 

The above-described arrangement is merely illustra- 30 
tive of the principles of the present invention. Numer- 
ous modifications and adaptations thereof will be 
readily apparent to those skilled in the art without de- 
parting from the spirit and scope of the present inven- 
tion. 35 

What is claimed is: 

1. A data processing system for administering a pro* 
gram to provide a future return commensurate with a 
selected degree of correspondence to a capital market, 
said system comprising: 40 

means for receiving and storing data on accounts ' 
from participating investors, including for each 
account a selected proportionality factor, MM, 
indicative of the degree of correspondence be- 
tween a valuation of said account and valuation of 45 
said capital market; 

means for receiving adjustment requests from said 
participating investors for said accounts; 

means responsive to said adjustment requests for 
determining an asset transaction in said capital 50 
market wherein said asset transaction is propor- 
tional to a net aggregate value of all said adjust- 
ment requests for said asset; and 

means for adjusting said participating investor ac- 
counts responsive to said asset transaction and said 55 
adjustment requests. 

2. The system of claim 1, wherein said capital market 
valuation is characterized by an index value of selected 
assets on said capital market. 

3. The system of claim 2, wherein said means respon- 60 
sive to said adjustment requests includes means for de- 
termining a net purchase or sale of assets selected from 
the group consisting of futures contracts, options, com- 
mon Slocks, bonds, currencies and commodities. 

4. The system of claim 3, wherein said data process- 65 
ing system is a stored program controlled digital com- 
puter that iteratively adjusts each investor account, 
pursuant to said asset transactions. 



5. The system of claim 4, wherein said means for 
receiving adjustment requests includes means for ac- 
cepting deposits or withdrawals for each investor ac- 
count. 

6. The system of claim 5, wherein said investor ac- 
count data includes current and past valuations of said 
account. 

7. A data processing method for administering a pro- 
gram to provide an investment account a rate of return 
commensurate with an established capital market, said 
method comprising the steps of: 

a. Receiving and storing accoiint parameters for said 
investment account, including an account asset 
allocation and a selected proportionality factor 
relating the rate of return between said investment 
account to said established capital market; 

b. Receiving on a periodic basis a market index value 
(IDX), wherein said market index value represents 
a valuation of assets for said esublished capital 
market; 

c. Receiving adjustments to said account parameters 
and determining a position change for said invest- 
ment accounts based thereon; 

d. Determining a total net position change for all 
participating investors at said market index value 
(IDX). 

e. Adjusting said account parameters responsive to 
said position change for said investment account. 

8. The method of claim 7, wherein said total net posi- 
tion change for all investor accounts is translated into 
purchase or sale-orders of assets selected from the 
group consisting of futures contracts, options, common 
stocks, bonds, currencies and commodities. 

9. The method of claim 8, wherein said receiving and 
storing step (a) includes maintaining said MM through 
position changes in said account. 

10. The method of claim 9, wherein said receiving 
and storing step (a) further comprises deposits or with- 
drawals (CF). 

11. In combination in a data processing system for 
supervising an investment group of plural investment 
accounts, each account having investment parameters 
including an account balance and a proportionality 
factor, said data processing system comprising: market 
data entry means for receiving a current market index 
representative of a periodic valuation of a selected mar- 
ket; account data entry means for receiving account 
deposits, withdrawals and changes to said proportional- 
ity factor; means for determining an investment group 
investment position in the selected market in response 
to an aggregate adjustment to said accounts; data pro- 
cessing means responsive on a periodic basis to said 
current market index deposits, withdrawals or changes 
in said proportionality factor for adjusting each account 
so that an account valuation corresponds to the selected 
market index; storage means for recording net changes 
in account balances and said investment group invest- 
ment position; and output means for interactive commu- 
nication to said market and system participants. 

12. In combination in the system of claim 11, wherein 
said proportionality factor is a factor applied to each 
said investment account indicative of the arithmetic 
relationship between an account valuation and a valua- 
tion of the selected market. 

13. In combination in the system of claim 11, wherein 
said market index corresponds to an asset price as trans- 
acted on said selected market. 
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14. In combination in the system of claim 13, wherein 
said asset price corresponds to futures contracts on said 
selected market. 

15. In combination in a data processing system for 
managing plural accounts to provide for each account a 
rate of return commensurate to an established form of 
capital, comprising: a data entr>' means for receiving 
and storing information on each said account including 
an account balance and a proportionality factor relating 
the rate of return between the account balance and the 
established form of capital', a customer request entry 
means for entering changes to the account information 
including deposits, withdrawals and changes to said 
proportionality factor for said account, a data process- 
ing means for determining an investment position con- 
tingent on an aggregation of said account information, a 
market communication means to effect a transaction 
pursuant to said investment position, and an automatic 
adjustment means to adjust said accounts corresponding 



to said transaction and said proportionality factor pur- 
suant to preset limits regarding an exposure level for 
said account in said form of capital 

16. The system of claim 15 wherein said proportional- 

5 ity factor is a market multiple, MM(I), providing a long 
or short market relationship between the valuation of 
said form of capital on a market and the valuation of 
said account, contracts, options, common stocks, bonds, 
currencies and commodities. 

10 17. The system of claim 16 wherein said automatic 
adjustment means compares an effective MM(I) for said 
account to a preset limit and effects a transaction that 
adjusts said account so that said effective MM(1) for the 
account is below said present limit for said account. 

15 18. The system of claim 15 wherein said transaction is 
effected in assets selected from the group consisting of 
futures contracts, options, common stocks, bonds cur- 
rencies and commodities. 

• • » * * 

20 



25 



30 



35 



40 



45 



50 



55 



60 



65 



03/11/2003, 



EAST Version: 



1.03.0002 



